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A Leveling Out? Overcapacity 


This ninth quarterly survey by The Conference Board 
under Newsweek magazine financial sponsorship 
raises hopes that the two-year drop in appropria- 
tions may be coming to an end. Among the signs is 
the increase in new approvals by durable goods 
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The Relative Bear 


How much excess capacity was there in various 
industries when production was last at its peak? If 
data on this point had been available, it might have 
indicated, says the author of this exploratory 
piece, “the probable severity and duration of the 
recession.” . . . With some “significant absences,” 
the industries examined were found to have had 
varying degrees of idle plant and equipment at the 


ya mit al ohana Pactra age cok Pe 374 
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While both see an uptrend based on rising govern- Executives Report on Aliocatien and 

ment expenditures (and the federal deficit), the bull Control of Research Expenditures 


and the bear do not see eye to eye on the way 
business will climb the recovery hill. ....page 359 


The Recession—and Other Nations 


“When applied to the current recession, how true is 
the maxim that ‘when America sneezes, Europe 
(and, for that matter, Canada) catches pneumonia’?” 
The answer is sought in an examination of the 
business health of eight foreign states vis-a-vis that 
One USA itera wee tears arene ars page 363 


Most companies surveyed are spending either as 
much or more on research activity this year as in 
1957. Of broad sccpe, the survey reveals how 167 
firms budget their research undertokings, how much 
they spend in relation to sales, in whom they place 
responsibility for performance, what standards they 
set for evaluating the success of projects, as well as 
the value they place on the research function 
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New Figures on Discretionary Income 


Public Works Spark 1958 Construction 


Public housing awards totaled twice as much this 
year through July as in the first seven months of 
1957. With general government construction activ- 
ity already at a 40-year peacetime high, increased 
allocations of funds for superhighways and liberal- 
ized federal home-building programs should con- 
tribute to further expansion of building activity in 


Four tables are included, along with text explaining 
the updating required by the Commerce Depart- 
ment’s recent revision of personal income and 
expenditure data. . . . The Board's series shows a 
gain in discretionary tncome in the second quarter 
after three quarters of sharp decline.....page 392 
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CAPITAL APPROPRIATIONS: A LEVELING OUT? 


proved $1.7 billion ‘of new appropriations for 

plant and equipment in the second quarter of 
1958, a decline of $1.0 billion from the previous quarter. 
This in itself is not too disturbing a trend, since typi- 
cally appropriations drop from the first to the second 
quarters each year, mostly for seasonal reasons. This 
seasonal fall has been experienced_for the fourth con- 
secutive year. 

When compared with a year ago, just before recession 
began, the current rate of appropriation approvals is 
lower. Even so, the quarter-to quarter decline in ap- 
provals barely exceeded “‘normal”’ seasonal dimensions. 
Add to this the fact that cancellations of previously ap- 
proved appropriations fell. The encouraging result is 
that the adjusted rate of net new appropriations was 
almost unchanged from the first to second quarters. 

Two quarters do not make a trend. But the retarda- 
tion in the rate of the appropriation decline in recent 
quarters once again raises the hope that the end of the 
decline in this foreshadowing series has been reached. 
Earlier, the approval rate in the fourth quarter of 1957 
had been unchanged from the third quarter, but can- 
cellations had risen sharply. This time cancellations fell 
from the first to the second quarters. 

Furthermore, while new appropriations were below 
the level of spending for plant and equipment, and 
backlogs declined accordingly, the reduction in backlogs 
was about the same as in the year-ago quarter. On an 
adjusted basis, the decline in backlogs was substantially 
less than in the previous three quarters. Finally, and 
most encouraging, capital appropriations of durable 
goods producers actually rose by 22% during the quarter. 


[Loe 1,000 leading manufacturing companies ap- 


The Top 1,000 Companies 


The appropriations arithmetic for the top 1,000 

companies was as follows: 

At the beginning of the second quarter of 1958, the 
appropriations backlog was estimated at $7.7 
billion. rhe 

To this was added $1.7 billion in new appropriations, 
bringing the total available for use during the 
quarter to $9.4 billion. 

Of this total, $2.2 billion was either spent or com- 

* mitted, and $0.4 billion was canceled. 
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This left a balance, or backlog, of $6.8 billion at 

midyear. 

This is the ninth report in a continuing series of 
quarterly reports on capital appropriations conducted 
by Tur ConFrerENCcE Boarp with the financial sponsor- 
ship of Newsweek magazine.' Reports were submitted by 
586 companies, the same number as in the previous 
survey. The numerical data in the present report are 
identical with those in the previous article in the June 
Business Record, except for very minor revision in the 
first quarter of this year. 

As before, tables and calculations in this report are 
based upon identical company returns for all quarters 
to ensure consistency. 

The 500 companies furnishing information for the 
past fourteen quarters reported a decline of 34% in new 
appropriation approvals compared with the year-ago 
quarter. While this represented the fifth consecutive 
quarterly fall, each of sizable dimension, it was never- 
theless below the first-quarter decline. 


Outlay Drop Continues 


Capital outlays reported by the cooperating com- 
panies fell for the first time in the final months of last 
year, on a seasonally adjusted basis. They were cut 
further during the first quarter and even more sharply 
in the second quarter than in the two earlier quarters. 
On a year-to-year basis, the fall in capital spending, 
first evident in the initial quarter of this year, deepened 
in the second-quarter comparison. The rate of fall in 
spending, comparing the second quarter of 1958 with 
the year-ago quarter, was almost as large as in new 
appropriations. 

The current survey, in conjunction with the previous 
four surveys (see The Business Record of September, 
1957), still suggests that the downturn in capital out- 
lays may continue through all this year and into next 
year. To the extent that the current leveling of new ap- 
provals is confirmed by later reports, the end of the 
capital goods slide may be in sight during 1959. 

Despite the current and prospective fall in capital 
outlays by manufacturing, the 1958 level could still be 

1 The initial study, presented in The Conference Board Business 
Record for October, 1956, described in detail the broad purposes of the 


survey, the techniques employed, and the major limitations surround- 
ing the results 


Arithmetic of Capital Appropriations higher than in 1955. Such spending in the first half of 
this year was substantially higher than the 1955 aver- 
age. Additionally, appropriation backlogs remaining at 

Nzatd aide midyear were at the level prevailing at the end of the 


SECOND third quarter of 1955. 
UARTER) 


A Seasonal Decline 


ALL MANUFACTURING 


Whether recent movements in capital appropriations 
are analyzed by comparison with earlier years or 
through the application of seasonal adjustment factors,’ 
the conclusion remains the same—the decline in the rate 
of new approvals was roughly of seasonal dimension. 

Consider first the quarter-to-quarter percentage 
change. New approvals fell from the first to the second 
quarters this year by a smaller percentage than they 
did a year earlier, but by a greater rate than in 1956 and 
1955. It will be recalled that capital appropriations dur- 
ing 1955 and 1956 were in a sharply rising uptrend so 
that downward seasonal movements would be dampened. 

Since the oil group represents the most important 
case where appropriations are approved mostly in the 
initial quarter of each year, exclusion of these companies 
removes much of the seasonal influence. Excluding the | 
petroleum group, there was practically no change from 
the first to the second quarters; there were declines in 
the two previous years. 
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§,395 Percentage Changes in New Approvals 
First to Second Quarters: 
DU RABLES 1958 1957 1956 1955 j 
All manufacturing....... —34 —43 —24 —16 
867 cur Durables, Seetieeeee oe 22 — 26 —10 6 
48 Nondurables.......... —55 —53 —35 —33 


Excluding oil companies 
All manufacturing..... —1 —31 —13 6 
Nondurables.......... —28 —38 —18 6 
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The most recent increase in appropriations approved 
by the durable goods companies is in sharp contrast 
with movements in the two preceding years and even 
exceeds the rise in 1955. The present increase in ap- 
provals for the cyclically sensitive hard goods group is 

4,697 one of the more hopeful signs posted by this survey for 

some time. 

NONDURABLES Approvals in the nondurables sector, fell as sharply 
from the first to the second quarters this year as they 
: ; did last year. Excluding the oil companies, the most 
recent decline in the soft-goods sector from the first to 
the second quarter was less than last year, but still 
greater than in the two previous years. 
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_ Preliminary seasonal adjustment factors prepared from published 
information for the quarters of 1955-1957, supplemented by unpub- 
lished quarterly data submitted by a smaller group of companies for 
1953 and 1954, must necessarily be treated with caution, since they 
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paticgat Newly Conuiad Catecica Beckiog at wee based upon a limited time period. With each succeeding quarter, 
sath ot approved or spent eidvot owever, the seasonal adjustment factors have been reviewed and no 
quarter quarter change has been deemed necessary with the addition of new quarters 


of information. This policy of review will, of course, be continued. 
Moreover, combining the two approaches, formal seasonal factors and 
quarter-to-quarter changes, can help to overcome the weakness of eache | 


In millions of dollars; estimated for the top 1,000 manufacturing companies. See table 1 
Source; The Conference Board 
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On a seasonally adjusted basis, there was little 
change from the first to the second quarters in the rate 
of new approvals (see chart). In fact, over the past four 
quarters, the adjusted appropriation rate has moved 
within a relatively narrow range compared with earlier 
quarters of 1956 and 1957. Clearly, the rate of decline 
has slowed considerably, if it has not halted entirely. 
Nevertheless, the rate of new appropriations approved 
over the past year has been significantly less than the 
1955 or 1956 averages. 


Durables Appropriations Rise 


For the first time in over a year and a half, the ad- 
justed rate of appropriations approved by the durables 
group rose in the second quarter (see chart). However, 
this rise in durables was counterbalanced by a decline 
in the adjusted rate of approvals for the nondurables 
sector, the sharpest decline in over a year. 

Over the past four quarters (III-1957 through II- 
1958), the seasonally adjusted rate of new appropria- 
tions was down by more than a third from the preceding 
four quarters (III-1956 through II-1957). The com- 
parable decline in the durables group was in excess of 
40%, while it was just under 30% for the nondurables 
group. 

These declines just cited are almost matched by the 
comparison of the adjusted rate of new appropriations 
in the first half of 1958 with the average of 1957. Again, 
total appropriations were off by almost a third, with the 
slide in nondurables less than the cutbacks in the dur- 
able goods group. It will be recalled that in the previous 
report, the comparison of the first-quarter approvals 
with the 1957 average had indicated a larger disparity 
between the cutbacks in the hard-goods and soft-goods 
groups. Thus the nondurables approvals, which had 
dropped less than the durable goods group in previous 
quarters, continued to fall, while the slide in the hard- 
goods sector has apparently been reversed. 


Spending and Backlogs 


Capital spending by large manufacturing companies 
declined more sharply in the second quarter than it had 
in the previous two quarters. As in the previous four 
quarters, the flow of new appropriations was also below 
the level of spending in the second quarter of this year 
(see chart). Backlogs thus continued to decline. 

Seasonally adjusted changes in backlogs can be com- 
puted by subtracting seasonally corrected cancellations 
and expenditures from adjusted appropriations. With a 
sharper decline in spending and a leveling of new ap- 
provals, the adjusted decline in backlogs in the second 
quarter was significantly less than in the previous three 
quarters (see chart). 

Over the past five quarters, the cutbacks in unspent 
appropriation backlogs have almost matched the back- 
log hikes from the third quarter of 1955 through the 
first quarter of 1957 (see chart). There still remains the 
backlog gains made during the first half of 1955. In 
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Backlogs Still Supporting Spending 


frees SEASONALLY ADJUSTED 


ALL. MANUFACTURING 


APPROPRIATIONS 
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1955 1956 1957 1958 
Based upon 500 respondents. Changes in backlogs obtained by subtracting seasonally 
adjusted expenditures and cancellations from adjusted new appropriations. Seasonal 
adjustment factors are preliminary 
Source: The Conference Board 


other words, the slide in backlogs over the past five 
quarters amounted to almost 75% of the backlog in- 
creases cumulated for the nine quarters starting with 
the initial quarter of 1955. 

Although current outlays are still being supported by 
backlogs of unspent appropriations approved in earlier 
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Durables Appropriations Rise second quarter of 1958 to use up entirely these remain- 

ps ing unspent backlogs. , 
P For the first time in the past year and a half the 
ALL MANUFACTURING decline of backlogs in the durable goods industry was 


less than that in the nondurable goods sector (see chart). 
Moreover, the most recent fall in backlogs of durable 
goods manufacturers was substantially lower than in 
the previous four quarters. Over the past two years, | 
this cutback in backlogs has represented 70% of the | 
backlogs accumulated during 1955 and the first half of 
1956. 

The most recent of the declines, however, is a much 
smaller fraction of the remaining unspent backlogs and 
could be maintained at the same rate for over five more 
quarters. It would not take much of a rise in durables 
appropriations and a further decline in their spending to 
turn the backlog change once more towards a positive 
direction. 

In contrast, the second-quarter-1958 cutback in the 
backlogs of the nondurable goods industries was the 
sharpest yet in the history of the survey (see chart). It | 
represented by itself one fourth of the total backlogs 
accumulated over the nine quarters from the first | 
quarter of 1955 through the first quarter of 1957. If 
the drop in nondurable goods backlogs were to continue 
at the same rate as in the second quarter, it would take 
only one more quarter to wipe out what remains of the 
backlogs built up during 1955-1957. Here the most 
recent spending decline has been cushioned to a much 
greater extent than for the hard-goods sector. In the ( 
absence of a rising appropriation trend in the near 
future, capital outlays by the nondurables sector could 
slide off at a more rapid rate. | 
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Trends in appropriations and in profits, profit mar- 
NONDURABLES gins, and licuidity are closely associated. Final estimates 
of first-quarter manufacturing profits, according to the 
Federal Trade Commission and the Securities and 
Exchange Commission, were down 40% from the year- 


2,000 P ago quarter. Profit margins also dropped sharply. 


Net Profits, after Taxes, as Per Cent of Sales 
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All manufacturing. ‘ 4 
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Although down 34% from the corresponding quarter 
1 ri Mm WV a year earlier, profits in the second quarter were running 
New appropriation approvals reported by 500 companies. See table 4 at about the first-quarter rate, according to the First 
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Source: The Conference Board 


National City Bank’s preliminary figures. Further, 
profits of durables manufacturing companies actually 


time periods, the force of the appropriation boom of rose from the first to the second quarter more than sales 
1955-1956 has almost been spent. It would take two (as measured by the Department of Commerce) and 
more quarters at the rate of backlog decline in the profit margins evidently rose. On the other hand, second- i 
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quarter profits in the soft-goods lines dropped from the 
first quarter, while sales edged upward; profit margins 


in the nondurable goods industries evidently deterior- 


ated further. 

A compilation by Tur Conrerence Boarp of pub- 
lished reports by 355 companies in the top 1,000 manu- 
facturing group bears out the First National City Bank 
figures. The subgroup under study as a sample of the 
top 1,000 companies reported profits off by 32% in the 
second quarter compared with the year-ago quarter. 

Undistributed corporate profits, which have perhaps 


a greater bearing on appropriation trends, dropped 


drastically in the first quarter, and were off 72% from 
the year-ago quarter. The slide in the durable goods 
sector was even more: 84%. Given the depressed profits 
picture for the first half of 1958, the steady flow of 
capital appropriations does not suggest a worsening in 
businessmen’s expectations. On the contrary, the recent 
appropriation trends represent a sizable dollar bet that 
the worst of the recession is over. 


Liquidity Improves 


Counteracting the adverse profits picture has been the 
improvement in manufacturers’ liquidity. Measured by 
the ratio of cash and federal securities as a percentage of 
current liabilities, manufacturers improved their liquid- 
ity in the first quarter of 1958 compared with the year- 
ago period, the first improvement in over two years. 

Durable goods manufacturers were responsible for 
this better liquid position, while the liquidity decline 


Cash and Government Securities as Ratio of Current 
Liabilities 


Sources: Federal Trade Commission; Securities and Exchange Commission 


for soft-goods manufacturers continued. This may be 
attributable, in part, to the much heavier inventory 
cutbacks carried out by the hard-goods group. This 
trend has continued through the second quarter. This 
improved liquidity may also have influenced durables 
manufacturers to boost their appropriations in the 
second quarter. 


Cancellation Ratio Declines 


Cancellations in the second quarter dropped from the 
peak levels of the previous two quarters, but were still 
substantially greater than a year ago. In the second and 
third quarters of 1957, cancellations had risen to a 
level of 7% to 8% of appropriations newly approved 
during the quarter. In the fourth quarter, this ratio had 
jumped to 20%, receded to 15% in the first quarter of 
1958, and then rose to over 20% in the most recent 
quarter. 
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THE SURVEY IN BRIEF 


New signs appeared in the second quarter of 1958 of a 
slackening in the rate of decline, or perhaps even a 
leveling, of manufacturers’ capital appropriations. Hopes 
are raised that the two-year drop in new appropriations 
may be coming to an end. 


This is the tentative result that emerges from reports 
submitted by 586 companies in the ninth of a continu- 
ing quarterly survey of capital appropriations of the 
1,000 largest manufacturing companies conducted by 
THE CONFERENCE Boarp with the financial sponsorship 
of Newsweek magazine. (Reprints of earlier reports are 
available upon request.) 


Appropriations and Backlogs 


New appropriations in the second quarter of 1958 
were down 35% from the year-ago quarter, whereas the 
year-to-year drop in the first quarter had been 43%. 
From the first to the second quarter of 1958, the dip in 
appropriations was quite moderate on a seasonally 
adjusted basis; net of cancellations the approval rate 
was almost unchanged. 


Backlogs were also down 35% from a year earlier, as 
capital spending, despite recent steep declines, remained 
at a higher level than new appropriations. This was the 
fifth consecutive quarter in which backlogs fell, on a 
seasonally adjusted basis, but the drop was smaller than 
in the previous three quarters. By mid-1958, the reduc- 
tion in these backlogs had accounted for three fourths of 
the backlogs accumulated since the beginning of 1955. 


Durables vs. Nondurables 


Durable goods and nondurable goods manufacturers 
behaved in strikingly different ways in the second 
quarter. There was a contraseasonal increase in new 
approvals in the durables group, and a sharp cutback in 
the volume of cancellations. This followed a two-year 
period of virtually uninterrupted decline in durables 
appropriations. 

In nondurables, there was a more than seasonal de- 
cline in new appropriations and a rise in cancellations 
over the first quarter. The decline in nondurables appro- 
priations began about a year after the decline in the 
durables sector. Thus the more cyclically sensitive dur- 
ables sector, which experienced its downturn at a time 
when nondurables were still rising, is now turning 
upward, while the correction in nondurables is intensify- 
ing. 


The Spending Decline 


There still seems to be little hope, given the low and 
falling levels of new and outstanding appropriations, 
that the decline in capital goods spending will end before 
early 1959. But if appropriations stabilize—a trend 
which it will not be possible to confirm until at least the 
third-quarter report—then the end of the spending de- 
cline may come in sight. 
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On a seasonally adjusted basis, however, the second- 
quarter cancellation ratio is seen in better perspective. 
Over the past five years, cancellations have typically 
risen sharply in the fourth quarter of each year, pre- 
sumably in connection with year-end accounting ad- 
justments. If cancellations are then corrected for this 
typical seasonal behavior and expressed as a ratio of 
appropriations, also corrected for seasonal fluctuations, 
the adjusted cancellation ratio averaged 8% in the 
second and third quarters of 1957, rose to 14% in the 
fourth quarter, and jumped to 23% in the first quarter 
of this year. In the second quarter, however, the ad- 
justed cancellation ratio edged down to 20%. 

In the hard-goods group, the adjusted cancellation 
ratio in the second quarter fell to 10% of adjusted ap- 
propriations, about the same as in the second half of 
last year. On the other hand, the cancellation ratio for 
the soft-goods sector rose sharply to almost 30% of new 
approvals, the highest ratio in the past five and a half 
years. 


A Reappraisal in Chemicals and Petroleum 


The second-quarter cancellations may have repre- 
sented a continuing reappraisal of the capital spending 
outlook following the particularly sharp rise in ap- 
provals in the first quarter of 1957. At that time, three 
industry groups—nonelectrical machinery, chemicals 
and petroleum—had appropriation approvals sharply 
higher than in the corresponding year-earlier quarter. 
All three subsequently had the heaviest cancellations in 
the first quarter of 1958. It now seems that the read- 
justment for the nonelectrical machinery industry as 
measured by cancellations was accomplished entirely in 
the first quarter, since its second-quarter cancellations 
were nominal. In the case of petroleum, cancellations 
were still sizable in the second quarter, but fell from the 
first-quarter level, suggesting that the readjustment 
process was still proceeding but to a lesser extent. The 
chemical industry, in contrast, canceled in the second 
quarter at the heaviest rate to date. 

The absolute level of cancellations should be seen in 
proper perspective. For the past three quarters, can- 
cellations have represented no more than 4% to 5% of 
appropriations outstanding at the beginning of each 
quarter. 


Some Plus Signs in Approvals 


New appropriation approvals as reported by the 500 
cooperating companies fell 35% from the corresponding 
quarter a year earlier. This was the eighth successive 
year-to-year decline. It was less than the peak cutback 
recorded in the first-quarter survey. Both the durables 
and nondurables groups had about the same year-to- 
year declines. 

For the durable goods industries, this represented 
an improvement over the past three year-to-year 
comparisons. For the soft-goods group, the most recent 
slide matched the earlier sharp cutback in the third 


quarter of last year. Further, in the most recent quarter, 
four industrial groups reported appropriations higher 
than a year earlier. In the first quarter, only one in- 
dustry had a gain. 

Joining the food industry, which continued to report 
appropriation gains on a year-to-year basis, were the 
iron and steel industry, paper and miscellaneous non- 
durables. Consumer spending for food has been little 
affected by the recession, and food prices are at peak 


Changes in Appropriation Approvals 


Il "67 | Ill *57 | IV ’57 I ’58 II ’58 

1 ’56 | Il ’56 | IV ’56 1’57 Il ’57 

All manufacturing. —28 | —33 | —33 | —43 | —35 
Durables eee. er —21 | —34 | —29 | —47 | —59 | —34 
=19 |.—85 +18 4 a8 aoe 


levels. The improvement in the iron and steel industry’s 
operating rate since the April low has been noticeable 
and profits have risen accordingly. 

Among the other durable goods industries, electrical 
machinery increased its approval rate, although the 
level was still moderately lower than a year earlier. In 
the rest, the cutbacks stayed quite large, and the flow 
of new approvals almost disappeared in the nonferrous 
metals group. 

In the remaining soft-goods industries, the declines 
in new appropriations were also substantial. For the 
petroleum and rubber industries, new approvals were off 
for the second straight quarter by the largest proportion 
in the four years under review. 


Quarter-to-quarter Comparisons 


For all the reporting companies, the drop in appro- 
priations from the first to the second quarter this year 
was less than over the corresponding periods a year 
earlier. For the durable goods group alone, new ap- 
provals were actually increased in the second over the 
first quarter, while a year previously they fell. The 
three industries responsible for the improvement were 
the iron and steel, electrical machinery and stone, clay, 
and glass industries which had reported a decline from 
the first to the second quarter of 1957. 

The nondurable goods sector lowered their approval 
rate by about the same percentage in both periods. The 
important.petroleum group and the rubber industry, 
however, reported sharper quarter-to-quarter declines in 
1958 than they did in 1957. In the textile and paper in- 
dustries, approval rates in the second quarter were 
slightly lower than in the first, while a year earlier the 
declines over the corresponding periods were much 
steeper. 


Steady Diffusion 


The 500 companies reporting information for the past 
fourteen quarters have been classified into three cate- 
gories: those with increases; those with decreases; and 
those reporting no change. Here each company is 
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Table 1: Estimated Capital Appropriations for the Thousand Largest Manufacturing Companies, Quarters, 1956-1958! 


Millions of dollars 


1956 1957 1958 


First Second Third Fourth First S d Third i 
__ Quarter — Quarter Quarter Guartay Ouarter Quattor Giartar ee Bae Ree 
All M anufacturing eee ih sae eee ae Ye. |e 
Opening backlogn. cscs. wees. 8,240 10,231 10,493 10,037 9,469 10,939 10,071 8,815 7,607 7,735 
Newly approved HF . aeons scl. 4,909 3,579 2,578 3,031 4,536 2,634 1,804 2,258 2,652 1,660 
Committed or EDEN iis eis, oife\ stevens 2,807 3,201 2,891 8,559 2,918 3,309 2,962 3,052 2,116 2,197 
Canceled } Oe BIGd Soo eee Le 186 139 227 116 206 119 4O4 400 365 
Closing backlogias.o........- 10,226 10,477 10,033 9,288 10,944 10,092 8,818 7,600 7,748 6,829 
[Capital expenditures........ 2,194 2,926 3,043 8,757 2,855 3,354 3,251 3,418 2,259 2,314] 
Durable. Goods Industries 
Opening backlog............ 4,946 5,754 5,940 5,565 5,495 4,211 | 3,867 
Newly BPPLOVEConeress ate alee \ 2,459 1,977 1,077 1,758 1,762 740 800 
Committed or spent.......... 1,596 1,740 1,380 1,890 1,439 912 914 
Canceled FER: ACSI SRO REE 63 59 72 86 49 164 98 
Closing backlog............. 5,748 5,927 5,556 5,345 5,780 3,878 3,648 
[Capital expenditures........ 1,116 1,528 1,617 2,071 1,499 1,061 1,065] 
Nondurable Goods Industries 
Opening backlog............ 3,295 4,476 4,553 4,472 3,975 3,396 3,868 
Newly approved............ 2,451 1,603 1,501 aio 2.774 1,912 860 
Committed or spent.......... 1,210 1,611 1,670 1,204 1,288 
Oo EY UCELE Cee cts toe tsi ctohavons. aus 235 267 


1 Data for 1956 based upon 559 reporting companies: data for 1957-58 based upon 586 reporting companies. Industry details may not add up because of rounding. For basic 
- 3 3 


data underlying 1956 estimates see 


counted as one unit, without regard to the size of its 
dollar appropriations. The resulting trend in diffusion 
bears out the analysis of a leveling out in the second 
quarter. 


Percentage of Companies with Higher and Lower 
Appropriations 


158 


he Business Record, March, 1958, p. 88. Comparable data for 1957-58 available upon request 


ource: THe Conrerencn Boarp 


modest improvement in the net difference from the first 
to the second quarters: from —41% to —39%. 

The number of nondurable goods companies with 
higher second-quarter approvals rose fractionally, and 
the percentage with lower appropriations declined. As 
in the durable goods category, there was also a lessening 
of the net difference between the percentage of com- 
panies reporting higher approvals and those with 


1°56 Iv’56 | 1’57 | ’57 negative comparisons, from —24% to —21%. As in the 

All manufacturing previous quarter, the net difference for the nondurables 
Higher......... 8 39 31 32 group was significantly less than for the durables sector. 
Seen ee] a I oa Thus, whatever uncertainties there were about com- 
Durables mfg. parisons made between the first-quarter data and the 
Higher......... 45 37 28 28 “bulge’’ of a year earlier, it is now clear that in the first 


60 69 


The number of companies with approvals higher than 
a year ago edged upward, and the number of com- 
panies with lower appropriations declined slightly. The 
net difference between these two thus fell from —34% 
in the first quarter to —31% in the second, a modest 
improvement that was still better than that in earlier 
quarters. 

The number of companies in the durable goods group 
with approvals higher in the quarter remained un- 
changed, while the proportion with approvals lower 
than in the earlier fell somewhat. Again, there was a 
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half of this year the proportion of companies with higher 
approvals was significantly less than in previous years. 
The lower level of appropriations was therefore matched 
by an important decrease in the number of companies 
with higher approvals. 

The modest improvement in the durables diffusion 
corresponds to the gains in dollar approvals. However, 
this correspondence does not hold true for the non- 
durables group. 


Backlog Decline Continues, at Lesser Rate 


For the first time in two years, the deterioration in 
backlogs has slowed down. The steady march downhill 
began with the third-quarter-of-1956 third-quarter-of- 
1955 comparison. For the succeeding four year-to-year 
comparisons, the downward push averaged about ten 
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percentage points. The decline continued in the second 
quarter, but only worsened by three percentage points. 

The backlog declines in the second quarter are marked 
by some striking comparisons. First, the cutbacks were 
the same for durables as for nondurables. Second, the 
backlog losses were almost the same as the declines in 
new appropriation approvals, both for the durables and 
nondurables groups. 

Two industries—food and miscellaneous nondurables 
—reported midyear backlogs higher than a year earlier, 


while backlogs in the fabricated metal products industry 
were just below last year’s level. This represented an 
improvement over the previous quarterly report. 

Only two other industries (electrical machinery and 
miscellaneous durables) had backlog declines under 25%. 
For the former, the cutback was less than it had been in 
the first-quarter comparison. 

Of the three industries with the largest backlogs, 
chemicals and petroleum had their deepest backlog cut- 
backs to date. In the iron and steel industry, the backlog 


Table 2: Newly Approved Capital Appropriations for Reporting Companies, 1957-1958* 


Money figures in millions of dollars 


S i & wed 1958 sears 

Second Quarter econd Quarte econd Quarter 1958 |"~ j 

2 : on j Second Quarter 1957 or - + 7" a 

AlmM\fanufacturengaaeerye. vere o cclerieets «teat es 1,274 1,947 —35 —3h —43 

Durable goods industries..............--.++- 644 971 —3h 22 —26 
Primary iron and steel................... 349 316 10 166 —30 
Primary nonferrous metals............... 12 199 —94 —79 70 
Electrical machinery and equipment....... 79 84 — 6 7 —A9 
Machinery, except electrical.............. 61 121 —50 —19 —44 
Transportation equipment?............... 48 116 —59 —17 — 24 
Stone, clay and glass products............ 51 80 —36 16 —16 
Fabricated metals products.............. 16 21 —24 —T4 —70 
Other durable goods industries’........... 26 35 —26 0 —20 
Nondurable goods industries...........+-+4+- 630 975 —35 —55 —53 

ood andiibeverages's oe cee carmics is reels er 59 52 13 —39 —43 
Mextilerallliprociictse ameyterilel eaten setae Q1 29 —28 — 5 —22 
Paper and allied products................ 44 42 5 — 4 —67 
Chemicals and allied products............ 164 313 —48 —31 —35 
Petroleum and coal products............. 305 466 —35 —68 —63 
[Rubber products) 5: cee cect tek 22 63 —65 —44 0 ( 
Other nondurable goods industries‘. ....... 16 10 60 78 —57 


1 Based upon 500 reporting companies. Industry totals may not add up because of rounding 
8 Includes lumber products, furniture and fixtures, instruments, ordnance and miscellaneous manufactures 
4 Includes apparel and related products, tobacco, leather and leather products, printing and publishing 


2 Including motor vehicles 


Source: Tau ConFeRENCE Boarp 


Table 3: Outstanding Capital Appropriations for Reporting Companies, 1957-1958! 


Money figures in millions of doliars 


Number of Quarters of Commitments or 
Expenditures Represented by Out- 
standing Appropriations 


% Change 
Second Q. 1958 


Second Q. 1957 


Second Q. 1958 Second Q, 1957 


PAU AME Cit Uf OCUUT UG i rarev «5255151 «6 ode VeVspaie ioleiernrre stone — 

Durable goods industries. se cccciccs hate cee. e a te rs 
iPrimarysiromand steele ade ele einenr tices: —29 53 4.5 
Primary, nonferrous metals). oes) ane —60 2.6 44 
Electrical machinery and equipment —15 6.6 4.8 
Machinery, except electrical................. —28 4.3 3.5 
Transportation equipment?.................. —53 23 2.2 
Stone, clay and glass products................ —47 2.4 
Fabricated metals products................. — 2 3.5 He: 
Other durable goods industries?.............. —19 2.8 ee 

Nondurable goods industries..........000..0005 — 
ood and beveragesmert cca cence cence a nes ao 
Textilemiilliproducts scaaacee neces tees ae ce —54 15 4 
Paper and allied products................... —35 3.7 a 
Chemicals and allied products............... —43 3.1 ne 
Petroleum and coal products................ —25 29 oo 
Rubberiproducts@paerss cme ae ceitemert oer —44 24 aa 
Other nondurable goods industries*........... 25 25 ee 

1 Based upon 500 reporting companies, Industry totals may not add up because of rounding 2 Including motor vehicles 


3 Includes lumber products, furniture and fixtures, instruments, ordnance and miscellaneous manufactures 


‘Includes apparel and related products, tobacco, leather and leather products, printing and publishing Source: Tar ConrerENncn B 4 
: cE Boarp 
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Appropriations 


Appropriation Diffusion: Steady with Slight Improvement 
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Distribution of 500 companies reporting higher or lower appropriations and backlogs compared with year-ago quarter 
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Table 4: Capital Appropriations for Reporting Companies, 1955-1958, by Quarters* 


Millions of dollars 


ee ee ee eee 


First 


1955 


Second | Third 
Quarter | Quarter 


Fourth 


1956 1957 


First | Second | Third | Fourth | First | Second Third | Fourth 


Quarter | Quarter | Quarter | Quarter | Quarter | Quarter Quarter | Quarter | Quarter 


Quarter 
Att MANUFACTURING 
Opening backlog......... 3,656 
Newly approved......... 2,415 
Committed or spent....... 1,299 
Canceled nach ceniecetatee 79 
Closing backlog......... 4,689 
[Capital expenditures..... 1,094 
Dvurasie Goons INDUSTRIES 
Opening backlog......... 1,901 
Newly approved......... 1,036 
Committed or spent....... 555 
Canceled om n ucieceaes 26 
Closing backlog......... 2,354 
[Capital expenditures... .. 457 
Primary iron and steel 
Opening backlog......... 660 
Newly approved......... 426 
Committed or spent....... 120 
Canceled Sic.n eae: a 
Closing backlog......... 965 
[Capital expenditures. .... 107 
Primary nonferrous metals 
Opening backlog......... 173 
Newly approved......... 114 
Committed or spent....... 50 
Canceled Ben acme anise erick a 
Closing backlog......... 287 
[Capital Expenditures. .... 46 
Electrical machinery and 
equipment 
Opening backlog......... 355 
Newly approved......... 89 
Committed or spent....... 93 
Canceled Reserv ccnrcicr 7 
Closing backlog......... 844 
[Capital expenditures..... 78 
Machinery except electrical 
Opening backlog......... 230 
Newly approved......... 91 
Committed or spent....... &2 
Canceledichmarencce- se 555: 12 
Closing backlog......... 228 
[Capital expenditures... .. 55 


Transportation equipment in- 
cluding motor vehicles 


Opening backlog......... 182 
Newly approved......... 139 
Committed or spent....... 86 
Canceled Serres erento ce 6 
Closing backlog......... 229 
[Capital expenditures..... 79 
Stone, clay and glass products 
Opening backlog......... 228 
Newly approved......... 90 
Committed or spent....... &1 
Canceled ieee muteteeieeieeens 1 
Closing backlog......... Bon 
[Capital expenditures. .... 45 


4,688 | 5,002 
2,018 | 2,039 
TESSHE || ILE? 
78 61 
4,994 | 5,406 
1,410 | 1,417 
2,354 | 2,698 
1,097 | 1,156 
736 716 
a1 25 
2,698 | 3,114 
544 605 
965 | 1,168 
378 259 
175 196 
a a 
1,168 | 1,231 
157 166 
937 267 
91 208 
64 76 

5 
267 395 
50 62 
341 346 
101 124 
&8& &3 
tf 8 
346 380 
76 80 
230 199 
73 61 
100 60 
2 i 
201 199 
59 54 
228 315 
292 300 
201 187 
8 11 
312 417 
92 124 
239 289 
120 149 
68 71 
1 a 
290 368 
64 75 


469 402 165 479 451 316 176 Q17 
247 317 300 416 829 402 405 437 

1 2 8 L 3 12 6 
1,773 | 1,855 | 1,718 | 1,772 | 1,894 | 1,805 | 1,565 | 1,340 


[=7) 
ie“e) 
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—_ 
oo 
_ 
to 
=) 
_ 
~J 
to 
© 
_ > 
_ 
22 
oo Pe 
_ 
72 
pe 
—_ 
or 
oS 


115 110 104 


1 


First 
Quarter 


958 


73] 


354 BUSINESS RECORD 


Table 4: Capital Appropriations for Reporting Companies, 1955-1958, by Quarters'—continued 


Millions of dollars 
i eee 


1955 1956 1957 1958 


First | Second | Third | Fourth | First | Second | Third | Fourth | First | Second | Third | F i 
th 
Quarter | Quarter | Quarter | Quarter | Quarter | Quarter | Quarter | Quarter | Quarter | Quarter Guartes Quarter rae batons 


Fabricated metal products 


Opening backlog......... 26 50 47 61 8 
Newly approved.) a3| 15] sa| o4| 4| 32] 21| 37| oo| a1| a5| s8| o1| 16 
a ae or spent. ...... as es 20 : oe 31 66 88 41 8h 36 2h 2h 
ELODIE cateis elaVeln/a\w) aie) ale = a uh 1 1 a a 10 1 a 
Closing backlog......... 51 47 61 86 132 126 108 78 107 87 68 56 92 85 
{Capital expenditures..... Q7 Q1 20 26 22 30 33 51 36 48 40 39 31 31] 
Other durable goods industries® 
LPs Daeklog. aes os... 48 63 67 64 55 72 79 83 81 89 88 77 75 73 
ew. y approved fF aierds 58 Q7 Q1 24 44 50 35 52 44 35 Q4 45 26 26 
Committed or spent....... 22 23 23 30 25 42 28 48 34 33 382 3h 25 25 
Canceled RES IES Os ee 1 1 a 4 i 1 1 4 if 1 2 5 8 1 
Closing backlog......... 63 66 64 54 72 79 83 80 89 88 V7 15 13 71 
{Capital expenditures... .. 20 24 24 29 22 26 30 44 31 34 35 35 32 30] 
Nonpurasie Goons Inpus- 
TRIES 
Opening backlog......... 1,755 | 2,334 | 2,303 | 2,309 | 2,489 | 3,417 | 3,493 | 3,526 | 3,166 | 4,073 | 3,723 | 3,308 | 2,719 | 3,026 
Newly approved . 22.2... 1,379 921 883 | 1,134 | 1,862 | 1,206 | 1,211 961 | 2,089 975 789 835 | 1,397 630 
Committed or spent....... TLL 901 859 912 888 | 1,080 | 1,126 | 1,241 | 1,099 | 1,245 | 1,165 | 1,238 900 958 
Canceled Be ratateinrets\eupydicis) oe. 54 58 36 48 43 57 50 105 49 98 39 202 190 223 
Closing backlog......... 2,335 | 2,296 | 2,292 | 2,491 | 3,417 | 3,493 | 3,528 | 3,145 | 4,077 | 3,724 | 3,314 | 2,702 | 3,028 | 2,476 
[Capital expenditures. .... 637 866 812 977 792 | 1,032 | 1,043 | 1,252 | 1,004 | 1,214 | 1,232 | 1,311 898 933] 
Food and beverages 
Opening backlog......... 157 166 144 151 177 205 213 182 179 195 166 181 160 194 
Newly approved... ... =.) 68 48 63 75 84 82 40 73 91 52 85 60 96 59 
Committed or spent....... 61 67 55 47 55 69 69 73 71 Ueey 68 69 59 78 
ROPE Le Ne le/ala « an of ne « 2 2 2 4 2 2 4 4 2 8 2 13 3 2 
Closing backlog......... 172 144 150 175 204 216 180 179 195 166 181 160 194 172 
[Capital expenditures..... 51 55 55 52 48 68 5 80 66 83 76 70 58 75] 
Textile mill products 
Opening backlog......... 66 89 115 127 116 170 157 141 115 103 89 70 54 48 
Newly approved......... 61 55 40 33 95 36 34 93 37 29 22 QQ 22 Q1 
Committed or spent....... 25 31 87 43 39 50 50 47 46 42 388 36 27 28 
Canceled oS. ona sess 14 1 1 1 2 eo 1 1 2 1 Q 1 2 1 
Closing backlog......... 88 111 116 117 170 154 140 116 106 89 71 56 48 41 
[Capital expenditures..... 19 26 33 39 38 45 49 57 40 42 40 41 30 28] 
Paper and allied products 
Opening backlog......... 180 225 248 $21 386 486 487 A479 439 465 8375 312 807 266 
Newly approved......... 94 95 126 146 189 89 141 75 128 42 46 80 46 44 
Committed or spent....... 48 68 67 79 8&9 &8 148 114 97 126 104 99 8&3 65 
OCONCHEUT. sein aceon cass 1 i 2 2 1 a 1 3 4 6 5) th 4 2 
Closing backlog......... 225 Q45 305 386 485 487 479 439 465 375 313 286 266 243 
[Capital expenditures..... 45 58 62 83 74 100 108 122 100 120 112 113 80 69] 
Chemicals and allied products 
Opening backlog......... §21 520 560 586 769 925 | 1,074 | 1,355 | 1,378 | 1,608 | 1,549 | 1,421 | 1,217 1,127 
Newly approved......... 148 192 198 366 343 398 546 325 479 313 239 234 239 164 
Committed or spent....... 185 Lh 156 178 178 235 245 294 243 32h 357 409 269 280 
Wanceled emer ae ete ee 18 9 4 7) 11 18 15 28 5 49 6 28 61 131 
Closing backlog......... 517 559 598 770 924 | 1,075 | 1,360 | 1,355 | 1,608 | 1,548 | 1,425 | 1,217 1,127 879 
[Capital expenditures... .. 130 143 143 192 176 229 230 300 Q48 327 366 417 Q71 281] 
Petroleum and coal products 
Opening backlog......... 764 | 1,249 | 1,149 | 1,021 918 | 1,445 | 1,379 | 1,203 908 | 1,531 | 1,366 | 1,152 844 | 1,250 
Newly approved......... 960 477 395 436 | 1,039 536 404 407 | 1,268 466 331 392 946 305 
Committed or spent....... 456 546 500 505 481 671 558 639 588 610 528 552 410 459 
(MTA HONS ORO NEO OC 18 32 25 36 26 36 28 67 29 38 23 147 119 8&2 
Closing backlog......... 1,250 | 1,149 | 1,019 925 | 1,447 | 1,380 | 1,203 910 | 1,532 | 1,368 | 1,153 845 | 1,261 | 1,025 
[Capital expenditures. .... 363 539 480 553 416 532 529 622 493 576 572 600 407 428] 
_ SEPTEMBER, 1958 355 


356 


Capital Appropriations for Reporting Companies, 1955-1958, by Quarters'—continued 


Millions of dollars 


Table 4: 


1956 1958 


1955 


i i i Third | Fourth | First | Second | Third | Fourth First | Second 
fev oe ae fe Oune eee Guactes Quarter Quarter Quarter Quarter Quarter: Quarter | Quarter 
Rubber products 
Opening backlog......... 59 75 78 91 114 168 163 147 129 143 153 135 ee 2 
Newly approved......... 40 AT 55 69 92 49 36 48 63 63 4] a i pn 
Committed or spent....... 25 38 387 49 36 61 61 64 44 51 58 _ 5 
Garicelcd Sarre hikes. oe 2 6 0) 1 2 8 2 8 6 1 df Ae ae 
Closing backlog......... 73 78 94 110 168 163 147 129 143 153 135 108 
[Capital expenditures. .... 25 37 33 46 34 49 45 61 45 61 52 54 39 36] 
Other nondurable goods indus- 
tries’ . , on 
Opening backlog......... 7 11 10 19 18 28 24 36 3 16 
Newly approved......... 8 7 7 11 23 10 24 8 9 pe 
Committed or spent....... 4 6 11 12 ih 12 12 13 : 
Canceled 23a eae ese a a a 1 a 
Sravstmgeteite.ie:? 1 11 


1 Based upon 500 respondents. Industry totals may not add up because of rounding. Opening backlog is defined as approved capital appropriations outstanding at beginning of 
quarter. Closing backlog is defined as approved capital appropriations outstanding at end of quarter 
2 Includes lumber products, furniture and fixtures, instruments, ordnance and miscellaneous manufactures 


8 Includes apparel and related products, tobacco, leather and leather products, printing and publishing Source: Toe ConrERENCE BoarD 


a—Less than $500,000 


decline was less at midyear than it had been three 
months earlier. In six industries (nonferrous metals; 


Changes in Outstanding Appropriations 


pronounced first-quarter seasonal, the comparison has 
to be with midyear totals, and here, too, mid-1958 was 
lower than three years earlier. 

Backlogs fell during the second quarter by about 
$600 million, the same as during the same period a year 


ud ba md es ago. The decline for durables was under $100 million, 

Alhiuanfacturhe. Hutte) ts. as against more than $200 million a year earlier. The 
Durables —25 | —35 | —34 iron and steel industry was primarily responsible for this 
Nondurables... . S145) Gh 84 better showing, posting its first backlog increase during 


transportation equipment; stone, clay and glass; tex- 
tiles; chemicals; rubber), outstanding appropriations 
were down by more than 40% compared with mid-1957. 


Back to Third-quarter 1955 Levels 


The continuing decline in backlogs by mid-1958 has 
brought them back to the level prevailing at the end of 
the third quarter of 1955. For durables, midyear back- 
logs were between the totals outstanding at the end of 
the second and third quarters of 1955. In the case of non- 
durables, the most recent backlog total was at the 1955 
year-end amount. 

Among the durables industries, electrical and non- 
electrical machinery and miscellaneous durables had 
mid-1958 backlogs at levels experienced during 1956. 
For iron and steel, nonferrous metals and fabricated 
metal products, mid-1958 backlogs go back into the 
1955 totals. Finally, for the stone, clay, and glass and 
transportation equipment industries, mid-1958 back- 


logs were lower than those at the beginning of 1955. Durables mfg. 

In the nondurables sector, mid-1958 backlogs were at ne ee, . 
levels prevailing during 1955 for the food, paper and No change...... 
rubber industries. In chemicals, the backlog total had Nondurables mfg. 
declined to the 1956 level, while in textiles, it had pena ttatas 
dropped below 1955. In the case of petroleum, with the No change. ..... 


a quarter since the opening of 1957. 

During the second quarter the nondurables backlogs 
fell by $550 million, which compares with $350 million 
a year earlier. Backlogs in the chemical industry fell by 
$250 million in the most recent quarter and only $50 
million a year earlier. 


Durables Backlog Diffusion Improves 


As in the case of new approvals, further perspective is 
added when the 500 companies are counted as units. 
The slowdown in the dollar backlog decline was ac- 
companied by a halt to the steady drop in the number of 
companies reporting higher backlogs than a year earlier. 


Percentage of Companies with Higher and Lower Backlogs 


ie). 0ic@ ini ere rele 


No change 
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Even more striking was the decided improvement in 
the diffusion of backlog changes in durable goods com- 
panies. In the preceding seven quarters, the number of 
companies with higher backlogs had dropped steadily. 
In contrast, the number of nondurables companies re- 
porting larger appropriation backlogs continued to fall 
in the second-quarter year-to-year comparison. 


Backlog Rate Almost at 1957 Level 


The rate of backlog at midyear was a shade below the 
year-ago rate. These rates show for how many quarters 
the appropriation backlog will last at the current rate of 
spending or commitment. 

The backlog rate for durable goods industries rose in 
the second quarter from the year-earlier figure, the first 


Number of Quarters of Commitments or Expenditures 
Represented by End-of-quarter Backlogs 


time such a positive comparison has occurred since the 
third quarter of 1956. Almost all the hard-goods indus- 
tries had backlog rates larger than a year ago, with the 
iron and steel industry taking the lead (see chart). 

In contrast, the backlog rate for nondurable goods 
industries fell on a year-to-year basis for the seventh 
successive quarter. Only the paper and miscellaneous 
soft-goods industries had backlog rates at midyear 
higher than a year earlier. 


Leads and Lags 


With each passing quarter, the capital appropriation 
series is gaining new adherents. The behavior of capital 
appropriations, particularly its early decline in advance 
of the fall in capital spending, has attracted considerable 
attention. As an aid in further analysis of these data, a 
comparison is made between the appropriations and 
expenditures reported by the leading manufacturing 
companies to Tue ConrerENcE Boarp and the cor- 
responding capital outlays estimated by the Office of 
Business Economics and the Securities and Exchange 
Commission (see chart). 

To facilitate the comparison between these two 
sources, and to “smooth out” the irregularities of the 
appropriation series, particularly the first quarter of 
1957 previously referred to, both sets of data have been 
transformed into four-quarter centered-moving aver- 
ages. Such a statistical procedure removes both seasonal 
fluctuations and irregular movements. 

On this basis, it is clear that the expenditures reported 
by the leading manufacturing companies have changed 
over the past four years very much like the global 
OBE-SEC estimates for all manufacturers. 

More important, and more interesting, is the lead 
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Durables Backlog Rates Rise 
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Unit: The number of quarters represented by appropriation backlogs at the end of the quarter 
divided by the commitments or capital expenditures made during the quarter. As reported 
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which the appropriation series evidenced over both 
capital spending series (see chart). While it may be pre- 
mature to pinpoint specifically this lead as to the num- 
ber of quarters involved, the limited evidence for the 
peak of the 1955-1957 capital goods boom suggests a 
lead of five quarters. This, of course, is stated in retro- 
spect. A more conservative approach would trim this 
lead back to four quarters. 

It remains to be seen what the lead time will be for 
the trough of the spending cycle. This period may well 
be shorter than the corresponding lead at the peak. The 
experience of 1953-1954, because of its milder appro- 
priations decline, did not provide the clear-cut test that 
the next cycle will bring. 

These relationships between appropriations and ex- 
penditures provide the basis for our judgment that the 
spending decline will continue through this year and 
into next. And the foundation for an upturn in capital 
spending in 1959 is provided to the extent that appro- 
priations have in fact leveled and a rise follows in the 
not too distant future. 


Highlights and Hypothesis 


The seasonal decline in second-quarter appropria- 
tions, the modest fall in cancellations, the slower rate of 
backlog decline, the moderate improvement in diffusion 
of backlog gains, and the steadiness in diffusion of 
appropriation approvals certainly bear out a significant 
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slackening in the rate of fall. The slide in capital spend- 
ing, as opposed to decisions to spend, continues. More 
hopeful is the rise in new approvals by the durable goods 
manufacturers, who frequently are in the forefront of 
significant changes in this field, both on the down side 
and up side. 

The spending drop thus far has been moderated by 
the appropriation backlogs built up in earlier years. 
However, this cushion has almost been deflated. Even 
at the reduced rate of backlog decline in the second 
quarter, the remaining backlogs accumulated during 
1955-1956 would last less than two more quarters. As 
to the nondurables group, only one more quarter at the 
increased second-quarter rate would witness the ex- 
haustion of these accumulated backlogs. 

The second-quarter flow of appropriation approvals 
was one-sixth lower than the rate of spending, both on 
an adjusted basis. Assuming a continuation of the cur- 
rent rate of appropriations, capital spending could de- 
cline further by one sixth before stabilizing. The drop in 
the adjusted rate of spending from the third-quarter- 
1957 peak to the second quarter has been over 30%. On 
these assumptions, about two thirds of the capital goods 
readjustment has already been felt. 


Third-Quarter Prospects 


The basis for a rise in capital spending, on the other 
hand, could be established during the second half of this 
year with a hike in capital appropriations. It is highly 
significant that under the impact of the business reces- 


sion, which was translated into precipitous declines in | 


undistributed profits, an important and volatile source 
of capital for plant and equipment spending, capital ap- 
propriations did not fall even further in the first half 
of 1958. In fact, the appropriation decline on an ad- 
justed basis from the second half of 1957 to the first six 
months of this year was moderate compared with the 
corresponding slide in corporate profits. 

Business confidence experienced its severest test in 
the first two quarters of 1958. With rising production 
in the third quarter, presumably accompanied by rising 
profits, top management may be more favorably in- 
clined toward approving capital spending decisions. If 
production and profits were to continue upward through- 
out the balance of this year, then by the fourth quarter, 
and possibly sooner, the flow of new approvals could be 
increased. A reversal in the trend of capital goods 
spending would then be possible in 1959. 

The third quarter report will therefore be watched 
with interest. Certainly, the hopes for a revival in 
capital appropriations have grown with each passing 
month of rising industrial production. Even on this 
basis, the capital goods correction will have been con- 
siderable both as to duration and magnitude. 


Morris CoHEn 
Martin R. Garnsprucu 
Office of the Chief Economist 
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BUSINESS HIGHLIGHTS: 


THE RELATIVE BEAR 


As cyclical recovery progresses, the line distinguishing bull from bear has shifted, but is none the less real 


on business conditions point to a continuation of 

the improvement begun in the late spring months. 
Indicators of turning points of the business cycle now 
point almost uniformly upward. The major aggregative 
statistics on business conditions, as well as their indus- 
trial components, indicate clearly enough that the tide 
of activity is still rising. Indeed, the question for the re- 
maining months of 1958 (and for 1959) involves not so 
much the present behavior of output itself, but the 
trend and composition of the demand for output. 

In July, the Federal Reserve’s index of industrial pro- 
duction rose to 133, its highest level since January, and 
about 5.6% higher than at the trough of the index in 
April. Virtually all the major components of the index 
have been in an uptrend in recent months, but the 
sharpest advances have been in hard-goods lines. Out- 
put of consumer durables has advanced particularly 
sharply, despite the absence of any notable recovery in 
automobile production, and by July was about 18% 
above its April trough. 


FASTER UP—AND FASTER DOWN 


While hard-goods production has come up faster than 
soft-goods, it went down faster in late 1957. The dur- 
ables component of the index thus takes its place among 
the surprisingly large number of statistics that have 
conformed to theoretical expectations during the 1957-— 
1958 business cycle. While the rate of recovery has been 
only modest in soft goods, the preceding decline was also 
modest; by early fall the great majority of soft-goods 
industries appear to be close to the production rates pre- 
vailing prior to the onset of recession. Despite their 
faster recovery, durables are still working far below the 
peak output rates of a year ago. 

Employment statistics also make the point, force- 
fully, that this has been a hard-goods recession, followed 
thus far by incipient hard-goods recovery. At mid- 
summer, factory employment was below a year ago in 
every component industry for which figures are now 
available, but the percentage decline for hard-goods 
lines was, on average, about three times as great as in 


\ THE SUMMER comes to an end, the statistics 


SEPTEMBER, 1958 


soft goods. While the recovery of durable goods output 
has been rapid in the past few months, factory employ- 
ment passed its trough two months earlier in soft-goods 
lines than in hard goods. 

It has also been largely a manufacturing recession. 
In July, total nonfarm employment, as measured by the 
Bureau of Labor Statistics, was about 2 million below its 
level a year earlier. Manufacturing, which accounts for 
roughly 30% of total employment, accounts for about 
80% of the year-to-year decline. Construction, trade and 
service industries have experienced only very modest 
reductions in the number of jobholders. Government 
employment has risen rapidly and almost without in- 
terruption throughout the recession. 

The heavy involvement of durable goods manufactur- 
ing in the recession and in the current recovery is im- 
plicit in the causes of the recession: the overhang of dur- 
ables inventories, the decline in plant and equipment 
spending, the sudden interruption of orders for defense 
goods, the decline in home building as money tightened 
during the 1957 boom, and the partly autonomous, 
partly induced, collapse of the automobile market. By 
the same token, the duration of the recovery, and the 
heights it is likely to attain, depends largely on what 
happens to hard-goods markets as business generally 
rises in the next several months. 


THE IMPORTANT QUESTIONS 


Will automobile sales recover, as new models appear in 
an environment of rising incomes and increasing job 
security? 

Will business spending for machinery and equipment 
turn around under conditions of reviving corporate profits 
and brightening expectations? 

Will major procurement outlays of the Defense Depart- 
ment, now about recovered from the decline of late 1957, 
move into still higher ground? 

Will the already advanced rate of home building be 
maintained into 1959? 

The answers to these questions should frame the 
present distinction between bulls and bears on 1959, 
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The Turn-around in Hard Goods 
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Substantial advances in the demands for durables could 
well take the aggregate measures of business in 1959 to 
impressive new heights, and mark the year as a vigorous 
new flowering of the postwar boom, in a class with 1950, 
1953, and 1955. In fact, the 1959 forecasts that are now 
associated with the bullish position may not be bullish 
enough to qualify as true optimism. A full-scale, general 
recovery in consumer durables, capital goods, building 
materials and metals inventories in 1959 could easily 
yield an industrial production index that reaches into 
the higher 150’s in the last half of the year and that 
averages over 150 for the year as a whole. The index 
averaged 139 in 1955. The compound growth rate from 
the 1955 peak to 1959 would thus be considerably less 
than 3% per annum-—-less, that is, than the historical 
long-term trend. There is little doubt that the labor 
force and industrial capacity are now capable of sustain- 
ing such a level. 

On the other hand, the unreconstructed bear, who 
looks for a 1959 level of business lower than in 1958, or 
for a “secondary recession” following a‘‘false dawn,” 
has all but disappeared. The whole range of opinion on 
the outlook has thus shifted perceptibly upward. Part 
of this shift is owing to the appearance of recovery itself. 
Part of it is owing to the warmth which landings in the 
Middle East! have injected into the cold war. And a 
large part of it reflects the beginning of a fiscal year 
that is to be featured by a federal budget deficit in the 
neighborhood of $12 billion. But even within the higher 
range of forecasts now in favor, there remain some 
legitimate differences of opinion that merit examination. 


THAT $12-BILLION DEFICIT 


It is now estimated that federal government spending 
for the fiscai year 1959 will total about $79 billion, on a 
budget basis. This is about $5 billion higher than the 
original budget estimate of last January, about $6 
billion higher than spending in fiscal 1958, and $9 billion 
higher than outlays in fiscal 1957. 

Roughly $2 billion of the 1958-1959 increase (and 
about $1 billion of the upward revision in the 1959 esti- 
mate since last January) reflects additional spending of 
the Defense Department. (Part of this increase is owing 
to pay raises, rather than hard-goods deliveries.) 

Agricultural requirements will evidently run more 
than a $1 billion higher than expenditures in fiscal 1958, 
owing to the large crop support activities implicit in 
present crop estimates. Housing legislation is expected 
to add another billion in the form of mortgage purchases 
and direct housing loans. The temporary unemployment 
compensation program, it is estimated, will increase 
spending by about $600 million. And the combination 


1 And, currently, naval preparations in the Far East 
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of pay raises and higher postal rates for the postal 
service will result in a postal deficit of about half a bil- 
lion. This is approximately the actual deficit in fiscal 
1958; the preliminary estimate had expected no postal 
deficit at all. A number of other increases—notably in 
the salaries of civilian employees outside the Defense 
and Post Office Departments—will add still another 
billion. 

Budget receipts for the fiscal year 1959 were estimated 
at $67 billion by the Staff of the Jomt Committee on 
Internal Revenue Taxation last May. It may be, in the 
light of the developing trend of business conditions, that 
the receipts estimate is now a bit too low. It is based on 
an estimate of corporate profits of $34 billion in the 
calendar year 1958, which seems still to be reasonably 
in line with the probabilities. But its forecast of personal 
receipts, based on a $343 billion level of personal in- 
come, now seems much too conservative. Even if it is 
conservative by as much as $10 billion, however, which 
is altogether possible, the effect on receipts will be little 
more than $1 billion. There is thus no reason to expect 
that the May estimate of a $12-billion federal deficit 
in fiscal 1959 is going to be importantly wide of the 
mark. 

Much of the additional spending in the fiscal 1959 
budget represents transfers, rather than purchases of 
goods or services, and hence will not find their way 
directly into the government component of gross na- 
tional product. (The transfers will, of course, have 
stimulative effects on the private sectors that receive 
them.) Even so, the federal deficit on income and prod- 
uct account is likely to be substantial. In fact, it is al- 
ready substantial. This account, which treats corporate 
taxes on an accrual rather than a payment basis, in- 
dicates a running deficit of the government sector (in- 
cluding state and local as well as federal) of over $9 
billion in the first quarter of 1958; it evidently rose to 
over $12 billion in the second quarter. 


THE SWING FROM SURPLUS TO DEFICIT 


In mid-1957, the income and product account showed 
a government surplus of about $1 billion. Of this $13-bil- 
lion swing toward deficit in the government sector, about 
$10 billion was accounted for by falling net receipts, and 
$3 billion by rising outlays. On the accrual basis used in 
these accounts, no particular change in the present gov- 
ernment deficit rate is likely over the next few quarters. 
Tax receipts and accruals will doubtless rise as corporate 
incomes recover and personal incomes advance further; 
but so, too, will spending rise. In the calendar year 1958, 

1Statement of Maurice H. Stans, director of the Bureau of the 
Budget, before the Senate Finance Committee, August 15, 1958. The 


regular annual review of the budget issued after the adjournment of 
Congress is not yet available at this writing 
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Diffusion Index Rises Sharply 


Tue ConFERENCE Boarp’s diffusion index rose for 
the third straight month in July. Preliminary estimates 
put the July index at +1.25, as compared with +-0.42 
in June and —2.42 in May. 

The recovery in the past three months has been rapid. 
In July, ten of twelve components were rising, as com- 
pared with seven out of twelve declining in May. In- 
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dustrial stock prices led the components in consecutive 
increases, rising for the fifth month in a row. Nonfarm 
housing starts, nonresidential contract awards, produc- 
tion of textile-mill products, and average hours worked 
in nondurables rose for the third straight month. 

The diffusion method of summarizing the behavior 
of a large number of individual indicators is described 
in the Board’s Technical Paper Number Five, “Cyclical 
Diffusion: A New Tool for Business Analysis.” A re- 
vision of the original index, as described in the Technical 
Paper, appeared in the May, 1957 issue of The Business 
Record.—J. R. 


government deficit, which is a form of investment, has 
offset the sharp decline of business investment: with 
considerable help from the spending side of the ledger, 
the “cyclical snubbers” have indeed snubbed. 

Given the expected advance in government purchases 
of goods and services implicit in the 1959 budget, and 
in the trend of state and local government spending, a 
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production index of much less than 150 in 1959 suggests 
a notable further increase in the proportion of total na- 
tional output going to government. In 1955, the govern- 
ment share of total output was 19.4%; it was about un- 
changed in 1956, and rosea bit in 1957, as one third of the 
annual increase in output went to government. In the 
first half of 1958, the proportion has risen to over 21%. 
(Part, but not all, of the 1958 advance in the percentage 
reflects the impact of inventory liquidation on total 
output.) 
GNP—AND GOVERNMENT BUYING 


Assuming a $7-billion annual rise in the rate of 
government purchases from 1958 to 1959 (made up ap- 
proximately of $4 billion federal and $3 billion state and 
local), a total gross product in the neighborhood of $500 
billion would be required to restore the 1955 proportion 
of private to public shares of output. And even to main- 
tain the present balance of private to public would re- 
quire a 1959 GNP of over $460 billion. If the 1959 gross 
national product turns out to be $450 billion—a fairly 
common forecast that would be considered at least 
moderately optimistic—the public share of the total 
will be significantly higher than it has been in any year 
since World War II except for the Korean war years 
1952 and 1953. 

These comparisons put the contrast between bull and 
bear in a relative sense that may be more meaningful 
under present conditions. Based on historical growth, on 
the internal proportions of activity privately and 
publicly financed, and on the characteristic scope of 
earlier postwar recoveries, a GNP of $460 billion and a 
Federal Reserve index averaging 150 would seem to be 
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par for the course, if the trends of the past decade can 


serve as a guide. Anything significantly less implies C 


secular growth at less than the decade rate, or cyclical 
recovery of less than historical proportions. It also im- 
plies an historically high proportion of government 
activity to private activity. 


CAPACITY OF PRIVATE DEMAND 


On this relative basis, the forecaster who calls for an 
uptrend that is significantly below these levels is a 
relative bear—in the sense that he is questioning the 
capacity of private demand to respond in postwar 
fashion to the kind of stimulus provided by a running 
$12-billion federal deficit. In the presence of the largest 
federal deficit since World War II, he envisions un- 
employment lingering above 4 million, and a return of 
industrial output to levels no higher than prevailed four 
years earlier. And by virtue of these forecasts, he sees no 
reason to worry about inflationary pressures, at least 
from the demand side. He is, in effect, questioning the 
validity of calling on postwar secular trends to augment 
the present recovery. He might argue that his position 
would be clearer, simpler, and more emphatic in the 
absence of the federal deficit, but it is no less tenable in 
its more complicated relative form. 

The position of the relative bear on 1959 is still ac- 


ceptable in the light of the present statistical evidence. q 


Of the basic private demands involved in the recession, 
only inventory demand has as yet clearly reversed. The 
consumer durables and capital goods markets have still 
to show any important*indication that they are respond- 
ing to the change in the business climate, and there re- 
main respectable reasons for awaiting evidence in these 
markets. 

As between bears and bulls, indeed, capital goods 
and automobiles are the critical issues, and in these 
markets even the optimists seem to be hesitant. On any 
extrapolation of postwar trends, a full recovery in 1959 
would imply automobile sales well above 6 million. The 
Conference Board regression equation, based on the 
postwar relationship of automobile sales to income and 
other factors, yields over 614 million, even with fairly 
conservative assumptions for the variables in the equa- 
tion. The popular forecast of 514 million reflects a kind 
of muffled optimism to which the relative bear might 
well subscribe. 

As of the fall of 1958, the unadulterated bull has a 
problem of his own—namely, inflation. The expansion 
in bank reserves latent in the federal deficit is certainly 
enough to supply all the ready cash and credit that the 
durables industries require to market their product and 
to rebuild their inventories at the same time. Credit 

(Continued on page 380) 
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Changes in the Level of Industrial Production in Two United States Recession Periods 


The indexes of industrial production are designed to measure changes 
over time only. They necessarily cannot afford any comparisons of levels of 
production between countries. Data are plotted on a ratio scale in order 
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to make the rates of change readily comparable. The indexes in general 

relate to total production (e.g., construction, manufacturing, mining, utilities, 

etc.), and are not adjusted for seasonal variations unless so noted below 
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THE RECESSION—AND OTHER NATIONS 


States and the rest of the industrialized world 
so close and strong that a recession in the former 
means a concomitant one in the other? 

When applied to the current recession, how true is 
the maxim that ‘when America sneezes, Europe (and, 
for that matter, Canada) catches pneumonia’”’? 

Do halts, and even more so setbacks, in American 
economic growth really set back the European and 
Canadian economies? 


\" THE economic ties between the United 
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And if so, what are the proportions of these second- 
ary effects and to what degree do they actually relate 
to American momentum? 


An Eight-country Picture 


Some clarification of these questions may be gained 
by following the paths of the economies of several 
Western European countries and Canada during the 
two most recent American recession periods and com- 
paring them with American developments. A number of 
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major economic indicators have been chosen for this 
examination, and while they by no means can pretend 
to cover the entire universe of economic activity, they 
at least are among those indicators which can be reason- 
ably expected to point up major changes in the state of 
the economy. The six European countries (Belgium, 
France, Great Britain, Italy, Sweden and West Ger- 
many) chosen for the comparison represent a fairly good 
geographical cross section of Europe. 


Dependence on United States Trade 


In 1957 Canada sold 60% of its entire exports to the 
United States. Italy ranked second in its dependence 
upon: United States buying, with, however, only a rela- 
tively small 9.1% of its 1957 exports finding American 
customers. The share of United States absorption of the 
remaining five countries’ exports ranged from 8.4% for 
Belgium to 4.8% for Sweden. On the other hand, 
Canada, filling 71.4% of her import needs here, also was 
the best customer of the United States. Italy ranked 
second again, as the United States supplied 18.8% of her 
out-of-the country demands. Closing the list was the 
United Kingdom, buying only 11.9% of her total im- 
ports from United States suppliers. 


Industrial Production and Trade 


Since all seven of the countries possess a relatively 
high degree of industrialization, the index of industrial 
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production in each country can be considered one of the 
main barometers for the measurement of changes in 
economic activity. 

Examination of the level of industrial production in 
Canada and the six European countries for the past two 
United States recession periods! leads to the rather sur- 
prising conclusion that America’s sneezing may not even 
have produced a nose twitch in Europe. 

While United States industrial production fell 10.8% 
during the first nine months of the 1953-1954 recession, 
only Canada, among these seven countries examined, 
showed any production decline at all. And this decline 
amounted to only 2.0%. The European countries all 
show fairly sizable increases, ranging from 1.9% in Italy 
to 19.4% in France. (The enormous 104% increase in 
Sweden’s production figures is excluded from this com- 
parison since it stemmed almost entirely from custom- 
ary seasonal swings.) While United States production 
continued to be down 10.8% over that entire recession 
period, Canadian activity recovered from its 2.0% drop 
and showed no change from July, 1953, to August, 1954. 
Fairly sizable decreases in the French and Italian pro- 
duction indexes were of a seasonal nature and disappear 


1For purposes of this study the business cycle turning dates 
adopted for the two recession periods are as follows: July, 1953, to 
August, 1954, based on the National Bureau for Economic Research 
data and July, 1957, to April, 1958, based on the tentative estimate 
of the Federal Reserve Bank of New York. See Monthly Review 
August, 1958, p. 106 
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in readings for July, 1953, and July, 1954, or September, 
1954. 

The 1957-1958 data present a slightly less buoyant 
picture; however, the dip in the figures is not enough to 
invoke any “pneumonia” fears. At the same time that 
industrial production had shrunk 12.2% in the United 
States, it had risen in five of the seven other countries. 
Only Canada and Italy showed declines, but consider- 
ably less severe than that experienced by the United 
States—of 2.6% and 5.5%, respectively. In the other 
countries activity increased—in Belgium 27.2%! and in 
the United Kingdom only 3.7%. 
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What did the import-export situation look like during 
the two recessions? 

The United States reduced its international buying 
by 11.0% between July, 1953, and August, 1954. 
Although Canadian exports declined 15.7% and Italy’s 
sales abroad were 16.1% less, exports in the remaining 
five countries grew appreciably. Shipments rose 21.6% 
in West Germany, 18.0% in Belgium, and 6.1% in the 
United Kingdom. 

During this same period, United States exports fell 
by 13.5%—partly, no doubt, because Canada curtailed its 

10n a July, 1957, to March, 1958, change 
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total imports by 18.0%, and France and Italy bought a 
bit less abroad. 

The recession period of July, 1957, to April, 1958, 
showed, as in the case of industrial production changes, 
a slightly less favorable foreign trade picture. Even 
though American demand for foreign goods, off 11%, 
declined somewhat less than in 1953-1954, more coun- 
tries registered export declines. Exports were down con- 
siderably (17.4%) in Sweden and slightly in West 
Germany. Canada suffered a slightly smaller setback 


120 
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in its export situation than during the 1953-1954 reces- 
sion, but the difference was so smali that it might be 
accounted for by seasonal variations, since time spans 
of different length are being considered. In France, 
volume of foreign shipments showed no change over the 
nine-month period. Italy this time joined the countries 
which expanded their foreign trade volume despite the 
American recession. 

In general, export gains were smaller than during the 
earlier recession period—and ranged from 10% for 
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Belgium to less than 1% for the United Kingdom and 
Italy. Comparisons of over-all trade volumes give only a 
rather crude indication of what has been happening 
in this particular field of economic activity. For a true 
picture, all the intricate cross currents need to be ex- 
amined. For example, Sweden’s exports to the United 
Kingdom were in 1957 about three times as large as 
those to the United States; so a change in Great Brit- 
ain’s economic health could be expected to have a much 
larger effect on Sweden than would a recession in the 
United States. However, Britain might react strongly to 
the American situation and transmit this reaction to 
Sweden, and a chain reaction would be started. 


Country Vignettes 


The two indicators examined cover only one segment 
of the economic universe. To round out the picture re- 
quires a look at some other related factors, such as the 
level of employment, price movements, and dollar 
balances. These indicators are grouped in eight charts, 
one for each country, partly because of the close rela- 
tionship to the indicators and partly because across- 
country comparisons are hazardous, since reporting and 
collection methods, and therefore the final data, may 
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vary widely from country to country. Apparent country 
differences may thus be owing to methodological rather 
than economic facts. 


Canada 


Two countries, Canada and the United Kingdom, 
have been chosen for a further close-up, since they are 
the best customers of the United States among the 
countries examined, and are also the largest suppliers of 
goods for the American market. 

Canadian industrial activity was hit more severely in 
1957-1958 than in 1953-1954, but the decline in the 
former period was still only about one fifth that in the 
United States. Unemployment figures, on the other 
hand, indicated a much gloomier situation. While 
United States unemployment rose 70% over the nine- 
month period, Canadian unemployment was up almost 
three times as much. Part of this increase may be at- 
tributed to the usually slow Canadian winter season. 
Even so, unemployment rose to about 100% above its 
customary first-quarter level. 

Despite this rise in unemployment, Canada, like the 
United States, has experienced price firmness. Whole- 
sale prices were unchanged over the nine-month period, 
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with farm prices providing some upward pressure, and 
retail prices advanced 1.9% despite a 5% decrease in 
food costs. Retail prices showed a similar strength dur- 
ing 1953-1954, but wholesale prices dropped 2%, with 
farm and manufactured products down even more. 
Exports to the United States, amounting to 12.4% of 
Canadian national income in 1957, show Canada’s de- 
pendence on a continued high level of American pur- 
chasing power. Canada was also the United States’ best 
customer, spending an amount equal to 17% of its 
national income on American products. While this is a 
sizable amount, shipments to Canada in 1957 consti- 
tuted only 1.1% of United States national income. The 
recent slide in Canadian imports can have had, there- 
fore, only a slight effect on the American economy. 
However, the fall in imports was not enough to offset 
the 15.3% drop in her exports to the United States. 
While exports declined, Canadian dollar balances fol- 
lowed an up and down course and by April, 1958, were 
slightly above their July, 1957, level. During the 1953- 
1954 recession, dollar balances had shown hefty in- 
creases despite a slightly larger reduction in the Cana- 
dian export volume. And this fact may in part account 
for the mild reaction of the Canadian economy to the 
1953-1954 business contraction in the United States. 


Great Britain 


Despite a reduction of 4.1% in its dollar balances 
from July, 1953, to August, 1954, Great Britain does not 
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appear to have had any adverse reaction to that par- 
ticular recession. Her industrial production rose, and 
unemployment fell substantially over the period. (As a 
matter of fact, unemployment reached a three-year low 
of 1.2% during the third quarter of 1954.) The wholesale 
price level remained steady over the period, while retail 
prices rose 2% under the pressure of heavily increased 
domestic demand. The trade picture also looked rosy, 
with exports increasing 6% as against a rise in imports 
of only 1%. 

The 1957-1958 period has presented a rather different 
picture. A smaller increase in exports was accompanied 
by an identical percentage rise in the volume of imports. 
There still was a plus in this situation, however, as dol- 
lar balances improved. But the employment situation, 
despite a 3.7% increase in industrial production, de- 
teriorated. Unemployment rose about 80%, bringing it 
in the first quarter to 2.0% of the labor force, the highest 
level since the beginning of 1953. Latest figures indicate 
that British industrial production has also begun to turn 
down slightly, prompting such government action as re- 
ductions in the bank rate and loosening of credit. 


No Effects of Recession? 


Should one then conclude that the recent American 
slumps have had no, or hardly any, effect on the Euro- 
pean economies? If the answer were to be based solely 
on the experience of the 1953-1954 recession, it might be 
a qualified yes. However, there are a couple of basic 
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differences between the two periods. First of all, the 
1957-1958 recession, while the shortest on record during 
the postwar era if April, 1958, is taken as the tentative 
trough, was more severe than that of 1953-1954, and 
most forecasts point to a slow and gradual recovery 
rather than a vigorous upward spurt as experienced in 
1954. 
European Vigor 


Secondly, the European economies currently are ex- 
periencing a period of much less vigorous economic ex- 
pansion than they were five years ago. It is therefore 
felt that in time some of the effects of the American re- 
cession may still reach Europe. However, European 
economists, as evidenced by the proposals for joint 
economic action put before the July meeting of the 
Council of the Organization for European Economic 
Cooperation, fear the impact of reduced purchasing 
power of the countries producing primary commodities 
more than the setback in the American economy. 

For many of these countries, primarily in Asia and 


Sources: International Monetary Fund; Organization for European 
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Board 
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Latin America, belong among Europe’s best customers 
for industrial products. In order to buy, however, they 
must first find a market for their own commodities. 
Latin American exports during the first quarter of 1958, 
for example, amounted to $8.1 billion at annual rates. 
The comparable 1957 figure was $9.1 billion. This de- 
cline of 11% in purchasing power was reflected partly in 
a 2.4% decline in Latin American imports over the same 
period. 
With the United States curtailing its foreign buying 
and Europe expanding at a slower rate than in 1953- 
1954, when its rising import demand could offset shrink- 
ing American demand, the primary commodity produc- 
ing countries have seen their level of purchasing power 
decline in recent months. If their markets become sub- 
stantially curtailed, the economic outlook for Europe 
may be somewhat less rosy than is indicated by its 
general resistance to the United States recession. 


HELEN B. Junz 
Dwision of Consumer Economics 
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PUBLIC WORKS SPARK 
1958 CONSTRUCTION 


OTAL SPENDING by federal, state and local 

government for construction has been running at 
rates consistently above the like months of 1957, and is 
approaching a level the highest in forty years (see charts 
on next page): Private spending for new construction 
has, outside of residential housing, where military hous- 
ing and better terms for VA and FHA financing have 
been significant influences, been following a rather slug- 
gish trend, with activity hitting well below the per- 
formance rates in the same 1957 months. 

Much the same story is told by the pattern of con- 
tract awards (see chart). Government awards get most 
of the credit for the 6% margin of gain over a year ago 
chalked up in the first seven months of 1958 by heavy 
construction contract awards, as compiled by Engineer- 
ing News-Record and Construction Daily. In this Janu- 
ary-to-July period, they exceeded $7 billion as compared 
with $6 billion in the same months of 1957. July was the 
second best month in the history of this series, with the 
bulk of the gain registered in public works. 

The most striking gain within public awards was 
scored in public housing. Awards in this area were 
almost twice as large in July as in June, and almost 
three times as great as in the same month last year. 
Public housing awards totaled $863 million through 
July, or more than twice the $413-million total for the 
first seven months of 1957. 


The Spurt in Contract Awards 
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Highway and bridge contracts have also moved up, 
with over $523 million worth of contracts being awarded 
to builders in July, bringing the 1958 total to $2.4 
billion. This represents a 4% improvement over the 
same period of 1957. Public buildings, earthwork and 
waterways, and sewerage have all posted sizable gains in 
awards over the first seven months of last year, the only 
notable exception being awards for waterworks. 

In the same period, awards in the private sector de- 
clined by more than 4%. Most of this decline represents 
a further slackening in the rate of awards for industrial 
buildings. Awards for mass housing are running 30% 
above last year. 

Dollar spending for new construction points up the 
dominance of government outlays in the rise in total 
construction activity over that of a year ago. Spending 
by federal, state and local government has been running 
around $15 billion in the past seven months at a sea- 
sonally adjusted annual rate. This means a gain of 11% 
over that period a year ago. 

Although private residential spending went ahead of 
year-ago rates in July, activity in the first seven months 
of 1958 is at an annual rate ($16.7 billion) little changed 
from a year ago. Private spending for nonresidential 
construction was also running at a $16.7-billion annual 
rate in the first seven months—a little behind the $17- 
billion rate in the same months of 1957. 


MORE PUBLIC WORKS USERS 


The current boom in public construction continues 
the upward movement of public outlays that has been 
under way over the past forty years (see charts on next 
page). While military construction has played a much 
larger role since 1940, most of this increase represents a 
growth in the number of users of public works and a 
change in the government’s role in providing facilities 
like housing and power sources. 

The chart on expenditures for construction of schools 
and other educational facilities illustrates the reaction of 
governmental units to increases in the school popula- 
tion and to the expected growth in the number of per- 
sons of school age in the near future, and also greater 
variety and complexity of the facilities. Spending (in con- 
stant dollars) on schools is about three times as great 
per child as it was in 1920. 

The unevenness in the growth of public works is most 
apparent in water works and sewers, the users of which 
have grown faster than expenditures. Low rates of 
depreciation of original equipment may be a factor in 
the slower pace of the water systems program; only 
recently have expenditures approached those of the 
early Thirties. The construction of highways, on the 
other hand, seems to have caught up with the phenom- 
enal growth of motor-vehicle ownership and use. —> 


JOHN J. SIMON 
Division of Business Analysis 
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n to a Peacetime High, and Outlays Per User are Still Rising 
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AN Despite the sharp postwar rise in cars and urban-suburban population, outlays per user for roads and waterworks lag behind prewar highs 
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Spending per head for all public works has been holding fairly even in the 1950's at levels well 
above earlier peacetime years 
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Table 1: Percentage Change in Fixed Capital-Output Ratios and Average (Geometric) 


Annual Percentage Change in Fixed 


Capital, 1948 to 1953, 1953 to 1956, 


and 1956 to 1957, by Major Industry Branches 


1948 to 1953 1953 to 1956 1956 to 1957 
r Cent Per Cent 
be iouige Emcee, | verte | Ghangein | Percent | Ghangeim || Change in 
Fixed Capital- Change in Fixed Capital- Change in Fixed Capital- Fixed Capita’ 
Output Ratio Fixed Capital Output Ratio Fixed Capital Output Ratio i 
Allananutacttires seeeuusm ares sememeater cere 1 5.0 8 4.3 : ve 
Mobacco productsSaneeeee Lene rere eee —29 —5.0 15 4.2 : 
Blectricallmachinery... 2) Jeera eer —25 fous a a : ae 
Transportation equip., excl. motor vehicles. . — 24 14.5 0 4.1 see oe 
Rubber productss. men coateeene cease ee —19 0.3 13 5.3 r ae 
Leather and its products................. —18 —4.0 —4 0 — 4 | ae: 
Petroleum and coal products............. —12 1.9 s 5.5 sg 
Food and kindred products.............. —12 —0.6 — 6b —0.2b 1 : 
Horestaproducts wera ian te ote —1l —0.2 (— 83) (0.5) (7) ( 5 
Lumber and products................. n.d. n.d. — 1 0.9 9 ee 
Furnitureiand fixtures... deseo esses os: n.d. n.d. — 6 —0.8 4 me 
Machinery, excluding electrical........... —11 3.6 4 3.8 12 a 
Printmgandspublishing. 4... eee eee —10 1.0 3 4.8 5 : 
Miscellaneous sven aires jens Pace eeiexvinnac —10 4.2 n.d. n.d. n.d. n.d. 
Beverages sen somes «dado ee — 4 —0.2 c c c c 
Stone, clay and glass products............ — 1 4.7 1 6.1 13 10.6 
Paper and allied products................ 1 5.6 0 6.4 $ ai 
Apparelvand! products merc demeiie ie ose: 4 2.3 a a a a 
Textile mill products.................... 6 0.9 —4 —14 — 2 —-6.5 
Motor vehicles and equipment........... 15 7.6 a a a a 
Primary and fabricated metal products... .. ae 10.1 d d d d 
Primary, Prog uctsemen tee amie eie n.d. n.d. — 8 0.5 16 10.6 
Fabricated metals, incl. miscellaneous ... . n.d. n.d. 4 1.4 3 3.6 
Chemicals and allied products............ 26 12.4 if 8.8 i 4.8 
dustruments wesormean ae hs MAP oRiee ec n.d. n.d. — 3 fel 1 4.2 
Alliothersic meee rakes Hemet alse: (1) (6.9) 31 10.6 3 1.9 


Note: All percentages are based on magnitudes expressed in 1929 prices; fixed capital is defined as sum of structures and equipment net of depreciation . S 
a—Includes apparel, electrical machinery and motor vehicles and parts. Data for individual subgroups are not shown after 1953 owing to their unreliability in 1956 and 1957 
b—Includes beverages c—Included in food and kindred products d—Grouping comparable with preceding period is not possible Source: Tor ConFERENCE Boarp 


Capital Expansion, Output, and Overcapacity 


activity in the first half of 1957 again brought to 

the fore a discussion of overcapacity. Discussion 
gave it prominence in two principal ways. The magni- 
tude of the recession was frequently measured by the 
change in the percentage of mill capacity used between 
the peak period and a given point in time following the 
peak. Reference to the percentage of steel capacity in 
operation is a popular illustration of this usage. That 
overcapacity exists in a period of business contraction is 
a mere tautology and an elaboration of the proposition 
cannot provide any helpful insights. 

Fraught with more significance is the argument of 
some analysts that the expansion phase of business 
activity initiated in the last quarter of 1954 reached its 
high point in mid-1957 because of the realization of 
management and investors that the existing capacity 
was substantially in excess of peak demands. If entre- 
preneurs are convinced of this relationship, they curtail 


Ts RECESSION from the peak levels of business 


investment in capital goods; and if this curtailment is 
not offset by expanded expenditures in other sectors of 
the economy, it leads to unemployment, reduction in 
personal incomes, and finally to a lower level of con- 
sumer expenditures. These are the familiar links in the 
upper portion of the chain forming a downward spiral. 


HOW MEASURE CAPACITY OUTPUT? 


Despite the crucial importance of the relationship of 
peak demand to capacity to produce, there is surpris- 
ingly little firm statistical evidence that bears on it. The 
deficiency does not stem from the inability to measure 
peak demands but from the inability to devise broadly 
based measures of capacity output. The latter difficulty 
in turn is created by the failure of analysts to provide 
unique definitions of capacity output for specific in- 
dustries,! except for a few narrowly defined products or 


1 The Federal Reserve, for example, in the construction of its index 


374 BUSINESS RECORD 


“as 


he eet 


adustries. Obviously, if the unit cannot be unambigu- 
yusly defined, it cannot be measured. 

What are some of the elements in the concept of 
capacity output that constitute barriers to measure- 
ment? Clearly, to be meaningful for economic analysis, 
the potential output relevant for this measurement must 
be economic output; 7.e., output whose unit cost of pro- 
duction, given the prevailing prices of all inputs, would 

ot exceed the prevailing unit selling price of the prod- 
ict. If, for example, stand-by equipment is such high- 
cost equipment that the unit cost of the marginal out- 
put exceeds current unit selling prices, the output of 
such equipment should not be included in capacity out- 
ut. In practice, however, it is difficult to know how 
much equipment acquired in the more distant past is 
obsolete in terms of uneconomic costs of operation. 


FACTOR OF OBSOLESCENCE 


There is another form of obsolescence that is also 
pertinent: facilities whose output is no longer in demand. 
If consumers are demanding eight-cylinder automobiles, 
facilities for producing six-cylinder cars are obsolete 
and should not be included in a measure of capacity 
output. In other words, potential ability to produce re- 
gardless of cost or whether the product is demanded, 
though it is easier to measure, is not relevant to a 
measure of economic capacity. 

There are other difficulties in giving specific content 
to economic capacity aside from the problems sug- 
gested by obsolescence. What assumption, for example, 
is to be made concerning the number of daily shifts of 
operation? Is it current practice? or what the current 
labor supply would permit without bidding up wage 
rates or other inputs to an uneconomic level? Is capa- 
city output that level which can be sustained over a 
substantial period? or is it a level that can be attained 
intermittently and sustained only for short periods? 
If the former, what are the assumptions about “down 
time” for the machines and labor productivity? 

These queries should be sufficient to illustrate the 
problems of defining physical capacity output, and hence 
the problems of measurement. They go far also in ex- 
plaining why official or other measures, have been slow 
to appear, and why those that have appeared are re- 
luctantly accepted because of the large error of estimate 
that must be inherent in them. 

In recent years, the department of economics of the 
McGraw-Hill Publishing Company has compiled es- 
timates of percentage of capacity utilization by broad 
classifications of industry. The information is collected 
in connection with its annual survey of Business Plans 
for New Plants and Equipment. In this survey, each 
respondent is asked to state the percentage change in 
capacity, “measured in physical volume,” between the 


of capacity for major materials could find only seventeen commodities 
for which physical capacity could be specifically defined, according to 
an unpublished memorandum of the business conditions section of the 
Federal Reserve Board 
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end of the reference year and the end of the preceding 
year, and how much (in percentage terms) of the re- 
spondent’s capacity was in operation at the end of the 
reference year. No instructions are provided, and no 
definitions other than that capacity is to be measured in 
physical volume. The resulting compilation therefore 
does not appear to resolve the serious dilemmas men- 
tioned above. Moreover, the determination of the per- 
centage of capacity utilized at the end of the year is 
not relevant to a determination of capacity utilization 
at the peak of business activity when the peak occurs, 
say, in midyear as it did in 1957. Another limitation is 
the character of the sample : “Companies that participate 
in the McGraw-Hill survey are usually the larger com- 
panies in their industries. This fact may affect the re- 
sults of the survey.’ 


1 McGraw-Hill Department of Economics, Business Plans for New 
Plants and Equipment 1958-1961, p. 9° 


Table 2: Industry Branches with and without Excess Capacity, 
1953, 1956, and 1957 


With Excess Capacity 


Without Excess Capacity 


1953 

Beverages 

Food and kindred products 

Tobacco manufactures 

Apparel 

Forest products 

Paper and allied products 

Printing and publishing 

Petroleum and coal products 

Rubber products 

Leather and leather products 

Primary metals 

Machinery, except electrical 

Electrical machinery 

Transportation equipment, except 
motor vehicles 

Miscellaneous 

Instruments 


1956 


Textile-mill products 

Motor vehicles and equipment 
Fabricated metal products 
Chemicals and allied products 


Motor vehicles and equipment 
included in “all others’ 

Fabricated metal products 

Chemicals and allied products 

Tobacco products 

Rubber products 


Motor vehicles and equipment, 
also electrical machinery 
included in “all others” 

Fabricated metal products 

Chemicals and allied products 

Tobacco products 

Rubber products 

Lumber and its products 

Printing and publishing 

Stone, clay and glass products 

Primary metals 

Machinery, excluding electrical 


ee EEUU EEEEES SEER EREREER EERE! 


Food and kindred products, 
including beverages 

Textile-mill products 

Lumber and its products 

Furniture and fixtures 

Paper and allied products 

Printing and publishing 

Petroleum and coal products 

Leather and products 

Stone, clay and glass products 

Primary metals 

Machinery, excluding electrical 

Transportation equipment, 
excluding motor vehicles 

Instruments 


1957 


Food and kindred products, 
including beverages 

Textile-mill products 

Leather and its products 

Transportation equipment, 
excluding motor vehicles 

Instruments 

Petroleum and coal products 

Furniture and fixtures 

Paper and allied products 
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All these considerations suggest that the possibilities 
of error are so great that it would be helpful to be able 
to check the results of this type of compilation by the 
results of a completely different approach. 


THE SUGGESTED APPROACH 


The approach here proposed is the analysis of the re- 
lationship of capital to output. This approach avoids 
the technical problems inherent in the measurement of 
physical capacity. Although it has its own technical 
problems, they appear less formidable than the prob- 
lems encountered in trying to measure physical capacity 
for all manufacturing industries. 

How can the relation of capital to output provide the 
information we seek? In this context, capital means fixed 
capital; 7.e., structures and equipment. The volume of 
structures and equipment is measured by the value 
placed on these assets by manufacturing enterprises in 
their balance sheets. 

Depreciation as it is computed for federal tax pur- 
poses is deducted, but only after straight-line deprecia- 
tion had been substituted for accelerated amortization 
under certificates of necessity.1 Because the structures 
and equipment in place in a given year were purchased 
over a period of years at varying prices, it is necessary 
to express the value of the assets in the prices of a given 
year. Output is also expressed in the prices of that year 
in terms of gross receipts.” 

The ratio of fixed capital to output, both in constant 
prices, is an approximate measure of the volume of 
fixed capital used to produce a unit of output. The stock 
of fixed capital, in constant prices net of depreciation, 
may also be taken as an approximate measure of 
capacity. This provides a rough approximation of the 
economic value of equipment in place and is less crude 
than the use of fixed capital that is gross of depreciation 
and adjusted arbitrarily for retired equipment.® 

The procedure suggested is to establish a fixed capital- 
output ratio for each of the broad industry classifica- 


1 This adjustment of accelerated amortization under certificates of 
necessity is required for statistical and economic reasons. The statisti- 
cal reason concerns the maintenance of the estimate of fixed capital on 
a comparable base. The economic reason recognizes that the five-year 
write-off is an administrative device for providing financial incentives 
for rapid expansion of capacity; it does not pretend to be a realistic 
measure of the length of the economic life of the new capacity 


2'The sources of data and methods of estimation are briefly de- 
scribed by Daniel Creamer, “Postwar Trends in the Relation of Capi- 
tal to Output in Manufactures,” The Journal of the American Economic 
Association, May, 1958, vol XLVIII, no. 2, pp. 249-259. The method- 
ology is described in detail in a forthcoming National Bureau for 
Economic Research monograph J'rends in Capital Formation and 
Financing: Manufacturing and Mining, by Creamer, Dobrovolsky and 
Borenstein. Also, Taz CONFERENCE Boarp, according to present 
plans, will explore the subject further either by articles in The Business 
Record or by a report in its Technical Paper Series, or both 


3 The latter assumes that plant and equipment are fully used until 
the moment of retirement. In our view it is more realistic to regard 
the stock of fixed capital gradually losing its economic effectiveness, 
hence its value. It would appear to result in less error to measure the 
gradual diminution crudely by depreciation reserves than to ignore 
this type of capital consumption completely 


tions for a bench-mark year which independent evidence 
indicates was a period when capacity was virtually fully 
utilized. A significant rise in the capital-output ratios 
above the bench-mark ratios would be evidence of excess 
capacity—unless the technological changes in the 
interval were strikingly capital intensive, (7.e., require 
more capital per unit of output, both in constant prices) 
which could be established from other evidence. 


ESTABLISHING THE BENCH MARK 


The next step, then, is to select 'an appropriate bench 
mark and to trace the changes in the relationship of 
fixed capital (capacity) to output. It needs no argumen- 
tation that a period of full utilization of capacity would 
coincide with a peak in the cycle of general business, al- 
though the reverse is not necessarily true.’ In the post- 
war period there are only the peak years of 1948 and 
1953 to consider, since the degree of capacity utiliza- 
tion in 1957—the only other peak year—is the question 
at issue. A moment’s reflection suggests that 1948 must 
be the starting point of the analysis. 

The deferment of plant renewal and expansion during 
the Great Depression of the 1930’s and World War IT 
rendered the manufacturing economy ill equipped for 
the satisfaction of long-postponed consumer demands. 
With the war’s end these demands could be pressed, since 
consumers in general possessed large amounts of liquid 
assets resulting from the forced savings of wartime. To 
these domestic demands must be added the demand 
stemming from the decision to assist many of the bel- 
ligerent countries until they could once more restore 
peacetime production. These demands were soon con- 
fronted by the hard fact that productive capacity could 
not be expanded rapidly in the space of a few years. 

These factors meant that all branches of manufactur- 
ing, with the possible exception of specific subbranches 
of ordnance production, were operating at nearly full or 
overfull capacity in 1948. Or expressed the other way 
around, there was virtually no excess capacity in 1948. 
For this reason the fixed capital-output ratios for 1948 
are taken as the bench-marks for the relation of fixed 
capital to peak output when capacity is fully utilized. 

What do these ratios suggest as to the existence of 
excess capacity in 1953, the next peak in business 
activity? Fixed capital in all manufacturing expanded 
by 27% between 1948 and 1953, and the ratio of fixed 
capital to output increased from .285 to .289, a gain of 
1.4% (table 1). This slight rise would be consonant with 
a return to full utilization of capacity from a condition 
of overfull utilization of capacity in 1948. 

Of much more significance are the changes by manu- 
facturing subgroups—and the statistics permit us to 
distinguish nineteen subgroups in this period. The 
magnitude of the change for all manufactures is far from 
typical. Indeed, the ratio of fixed capital to output 


_ 11n 1987, for example, general business reached a cyclical peak, but 
in pi branches of manufacturing there was considerable excess 
capacity 
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actually declined in thirteen subgroups that accounted 
for one half of all fixed capital in manufactures. The de- 
clines, moreover, were substantial—10% or more except 
in the two industries of beverages, and stone, clay and 
glass products. In these thirteen industries—and most 
certainly in the eleven industries with declines in ratios 
of 10% or more—there is no suspicion of excess capacity 
in 1953. This is further buttressed by the evidence of 
modest rates of capital expansion during this five-year 
period. Eleven of the thirteen subgroups had annual 
percentage changes in fixed capital that were less than 
the annual change for all manufactures, and two of the 
eleven (tobacco products and leather and its products) 
underwent a modest contraction of fixed capital in 1929 
prices. The two exceptions were electrical machinery 
and transportation equipment, excluding motor vehicles 
(mostly aircraft, civilian and military). 

Of the remaining six industry groups, also owning half 
of all fixed capital and characterized by rising ratios of 
fixed capital to output, the rise in the ratio in three— 
chemicals and allied products; primary metals and 
fabricated metal products; and motor vehicles and 
equipment—was substantial, ranging from 15% to 26%. 
Since independent evidence suggests that there was no 
excess capacity in primary metals at the 1953 peak, the 
excess indicated by our measures must have been re- 
stricted to fabricated metal products.! 


EFFECT OF COMPETITIVE PRESSURES 


These three are industry groups in which product and 
technological innovations in these years were striking, 
resulting in a rapid expansion of fixed assets—an in- 
crease of 80% in chemicals and allied products and of 
about 50% in primary metals and fabricated metal 
products and in motor vehicles and equipment. That is, 
when dramatic innovations in technology that promise 
substantial cost reduction are available, competitive 
pressure may force management to invest in plant and 
equipment incorporating the new technology, thereby 
extending capacity regardless of whether the additional 
capacity is immediately required for the satisfaction of 
current demand. While the major technological innova- 
tions, which centered around automation, probably 
resulted on balance in the use of more capital per unit 
of output, the principal cause for the sharp rise in the 
fixed capital-output ratio in these three industries, in 
our judgment, was the emergence of excess capacity as 
measured against the peak output of 1953. 

Of three other industries with a rising fixed capital- 
output ratio between 1948 and 1953, the rise in one, 
paper and allied products, was only 1%. Since the in- 
crease is a nominal one, it does not give rise to the sug- 
gestion that excess capacity was present, although the 


1 The FRB capacity index for primary metals (a composite of pig 
iron, steel, primary aluminum and refined copper) was 143 on January 
1, 1953, and peak output—monthly average seasonally adjusted 
January—August 1953—was 139. For both indexes 100=output in 
1947-1949. From unpublished memorandum of Federal Reserve Board 
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Table 3: Comparison of Industry Branches with and without 
Excess Capacity at the End of 1956, According to Survey 
Data and to Changes in Fixed Capital and Output 


Based on McGraw-Hill No. of Percentage Points Based on Changes 
Survey between Actual and Pre- in Fixed Capital 
Industries ferred Rates of Operation and Output 


A. Industries with Excess 


Capacity 
1. Food and beverages —10 
2. Chemicals —9 Chemicals and allied 
products 
3. Other metalworking =) Fabricated metal products 
4, Transportation 


equipment, excluding —§ 
motor vehicles 
Rubber products 
B. Industries without Excess 


Capacity. 
5. Machinery, excluding 
electrical —4 Machinery, excluding 
electrical 
6. Textiles —3 Textile-mill products 
7. Rubber cat) 
8. Paper and pulp +1 Paper and allied products 
9. Petroleum refining +1 Petroleum products 
10. Primary metals +2.5° Primary metals 
11. Stone, clay and glass +4 Stone, clay and glass 


products 
Food and kindred products 
including beverages 
Transportation equipment 


a—For the survey data defined by us as industries with operating rates five or more 
percentage points below preferred operating rate. For determinations based on changes 
in fixed capital and output see text 


b—Unweighted average for iron and steel and nonferrous branches 


Source: Survey data from Businesses’ Plans for New Plants and Equipment, 1957- 
1960, Tenth annual survey prepared by McGraw-Hill Department of Economics, p. 8 


rate of fixed capital expansion was higher than average. 
Perhaps the same conclusion applies to the apparel in- 
dustry, with a modest rise of 4% in the fixed capital- 
output ratio. In textile-mill products, the ratio increased 
by 6%. Output in 1953 was some 6% below the peak 
output of 1950 and was virtually the same as the 1948 
production, according to the Federal Reserve Board 
production indexes. Net fixed capital, however, had 
expanded by nearly 5% over this five-year interval. 
These relationships suggest the presence of some excess 
capacity in textile-mill products in 1953. 


THE SITUATION IN 1953 


To recapitulate, the approach that starts with 
changes in the relationship of fixed capital to output 
leads to the conclusion that capacity in 1953 was signif- 
icantly in excess of the then current peak output in 
motor vehicles and equipment, fabricated metal prod- 
ucts and chemicals and allied products. Of more modest 
proportions was the apparent excess capacity in textile- 
mill products. Thus there appears to have been excess 
capacity in four branches that accounted for about 30% 
of all fixed capital owned by manufacturing enterprises. 
This probably contributed to the slackening of the rate 
of investment in plant and equipment during the 1953- 
1954 recession. 

Did the subsequent expansion in manufacturing out- 
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put absorb what excess ca- 
pacity existed at the end of 
1953? Or did the continued 
expansion of expenditures on 
plant and equipment create 
additional excess capacity in 
the same or other industries? 
Answers to these questions cave 
may be found in the move- 
ments of the fixed capital 
output ratios between 1953 
and 1956. The manufacturing 
production index reached its 
next peak in the last quarter 
of 1956 and the first quarter 
of 1957. 


1948-1953. 


FABRICATED METALS 


Two Cautions 


Before we examine the evi- 
dence, two cautions about the 
estimates should be noted. 
One is that the fixed-capital 
estimates for 1956 and 1957 
are based on the 1953 esti- 
mates extended by the indi- 
cations of a sample. The 1956 
and 1957 estimates, there- 
fore, are probably less firmly 
based than are the estimates 
for 1948 and 1953 and had 
best be considered as prelim- Sy ee 
inary. 

The other caution relates 
to the changes in the depre- 
ciation regulations for acqui- 
sitions of depreciable assets 
after 1953. They introduce an 
element of incomparability to 
balance-sheet data, since the 
new regulations permit a fas- 
ter recovery of new invest- 
ment than was possible under sai 
straight-line depreciation pre- 
viously prescribed. Thus estimates of net fixed capital 
derived from book values would be relatively more net 
of depreciation after 1953 than in 1953 and in earlier 
years. 

Elimination of this element of incomparability raised 
the 1956 estimate of net fixed assets for all manufactures 
in 1929 prices by 1.7%, and therefore the fixed capital- 
output ratio by the same amount. This adjustment 
could not be made by industry subgroups. Departure 
from the average adjustment of all subgroups would de- 
pend on the rate of expansion of fixed capital assets 
since 1953 and upon how much of this expansion was 
subject to accelerated amortization as an emergency 
facility. We fall back on an arbitrary arrangement by 
treating a decline in the fixed capital-output ratio of 2% 


TOBACCO 


ALL MANUFACTURING d 
FIXED : Fixed Capital Since 1949 


WITH EXCESS CAPACITY IN 1957 
1953-1956 


Rate of Change in Output and 


In 1929 Prices 


WITHOUT EXCESS CAPACITY IN 1957 
1948-1953 
0.8 A 


1953-1956 1956-1957 


1956-1957 


INSTRUMENTS 


N.A. NLA. 


-2.0 


Keo 


eetetatatee 


a TRANSPORTATION 
EQUIPMENT * 


4Also includes apparel which in 1953 accounted for less than 
8% of total fixed capital of the three industries combined 


©1948-1953 rates include beverages 
Excludes motor vehicles 


Source: The Conference Board 


or less between 1953 and 1956 as equivalent to no 
change. 


THE FOUR WITH EXCESS CAPACITY IN °53 


First, a look at the four industries with excess capac- 
ity in 1953 (tables 1 and 2) shows, in textile-mill prod- 
ucts, a 4% decline in the relation of fixed capital to out- 
put between 1953 and 1956. This suggests that the 
modest excess capacity in 1953 was eliminated by 1956. 
This was accomplished by a reduction of 4% in net fixed 
capital in 1929 prices, while output was unchanged from 
what it was in 1953. In this industry, balance between 
capacity and output seems to have been restored by 
reducing capacity. 

Fabricated metal products, including ordnance, were 
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reported in this period as a separate subgroup. Its fixed 
capital-output ratio continued to rise moderately (4%), 
although the expansion over the three years was only 
4.5%. Hence there was a small addition to whatever 
excess capacity existed in this subgroup in 1953. 

Chemical and allied products were another branch 
with some excess capacity in 1953. An additional 7% 
rise in the fixed capital per unit of output between 1953 
and 1956 suggests that there has been a further addition 
to excess capacity. The industry’s rate of expansion re- 
mained high, adding nearly 30% to its net fixed capital 
in constant prices between 1953 and 1956, after expand- 
ing by 80% in the preceding five years. The facilities 
owned by the Atomic Energy Commission but operated 
by private manufacturers as contractors are classified in 
this industry. However, the inclusion of these activities 
in the industry totals has little effect on the relative 
rates of expansion or on the relative changes in the fixed 
capital-output ratios. Excess capacity is an expected 
consequence of the continued rapid pace of develop- 
ment of new products and technology in this industry. 

Unfortunately, motor vehicles and equipment, the 
remaining industry with some excess capacity in 1953, 
cannot be shown separately in 1956, since the sample 
data on fixed capital for this industry do not seem to be 
comparable to the data reported by the Internal 
Revenue Service in Statistics of Income, which is the 
basis of our statistical universe. This is also true of the 
data for apparel and for electrical machinery. These 
three have therefore been combined into “all other” 
industries to complete the roster of all manufactures. 

In 1953, motor vehicles accounted for nearly 60% of 
the combined fixed capital of the three branches, and 
probably dominates the changes in this residual group 
of industries. In any case, the fixed capital-output ratio 
for all other industries increased by 31%, along with an 
expansion of 35% in net fixed capital in 1929 prices. 
There is a strong presumption that excess capacity in 
motor vehicles in 1956 was considerably higher than in 
1953. Production of motor vehicles and equipment was 
actually slightly less in 1956 than in 1953. The peak out- 
put in 1955, however, was about 22% above the level of 
1953 or 1956. At the 1955 output level there probably 
was no excess capacity, but in retrospect at least, the 
1955 output appears as an isolated peak. The prospects 
of regaining, let along sustaining, the 1955 level in the 
near future now seem dim. 

In brief, the production levels achieved in 1956 in 
face of new investment failed to liquidate the excess 
capacity that existed in 1953, except possibly in textile- 
mill products. Indeed, there must have been consider- 
able additions to excess capacity in the other branches. 


THOSE WITH NO EXCESS IN '53 


What was the status, at the end of 1956, of industries 
with no excess capacity in 1953? Two industries— 
tobacco products and rubber products—had significant 
rises in the fixed capital-output ratio—15% and 13%, 
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respectively. The rate of annual increase in fixed capital 
in these two industries was near or above the average 
for all manufactures. In tobacco manufactures the excess 
capacity seems to be attributable to the additional 
capacity for the production of king-size and filter-tip 
cigarettes, thereby creating excess capacity in the pro- 
duction of regular-size cigarettes. Estimates prepared 
for Printers’ Ink indicate that the number of all ciga- 
rettes manufactured in 1956 was only 0.6% higher than 
the 1952 total, the preceding peak figure. This must be 
read against the change in consumer preference in ciga- 
rettes. The number of regular-size cigarettes manu- 
factured declined by 42.8%, king-size increased 34.6%, 
and filter-tip by 2,193%. Regular-size cigarettes, how- 
ever, still accounted for 46% of all cigarettes manu- 
factured in 1956.1 

Thus these data suggest that there were five industry 
branches with excess capacity at the end of 1956 
(table 2). These five branches owned 26% of all fixed 
capital in manufactures. 

This analysis makes possible a comparison of our find- 
ings with those of the McGraw-Hill survey as of the end 
of 1956. Eleven of the eighteen industry branches dis- 
tinguished by our data seem to be similar in coverage 
to those in the McGraw-Hill survey, which distinguishes 
twelve if the miscellaneous branch is excluded and non- 
ferrous metals and iron and steel are combined into a 
primary metals branch. 

In terms of the McGraw-Hill data, excess capacity is 
defined by us as an actual rate of operation of five or 
more percentage points below the preferred operating 
rate. As to industry branches with excess capacity at 
the end of 1956, agreement is not close as there are two 
instances of agreement and three of disagreement 
(table 3). Conformity of results of the two approaches 
is much better for industry branches without excess 
capacity —six instances of agreement and three of dis- 
agreement. While it would be helpful in the instances 
of disagreement to develop other evidence for judging 
which is the more accurate result, this would require 
detailed studies beyond the scope of this article.’ 


HOW MUCH EXCESS AT '57 PEAK? 


Was the extent of excess capacity in 1956 such as to 
cause a slowdown in the expansion of fixed capital in 
1957? In the five industry branches judged by these 
data to have had excess capacity in 1956, the rate of 
expansion in 1957 compared with the annual average 
rate from 1953 through 1956 (which includes a year of 
recession) slackened markedly in two (chemicals and 
allied products, and “all other,” which is comprised 
primarily of motor vehicles and parts and electrical 
machinery and appliances). It slackened slightly in 
rubber products; and it increased in fabricated metal 
products and tobacco products. 

1 Printers’ Ink, December 28, 1956, p. 12 


2 There are plans for undertaking such industry studies in the near 
future 
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In the thirteen branches judged not to have excess 
capacity in 1956, all but four expanded at a faster pace 
in 1957 than in the preceding three years. Of the latter 
four branches, two—textile-mill products and leather 
and its products—were declining industries that were 
reducing their fixed capital assets measured in constant 
prices. In general, then, the differential movements in 
fixed capital assets by industry branch in 1957 were 
consistent with our inferences about the existence of 
excess capacity in 1956. 

For the determination of excess capacity in 1957, the 
relevant considerations are the differential changes in 
fixed capital and output (see chart). As just noted, fixed 
capital was expanded in 1957 in all except two branches. 
The level of output in 1957, on the other hand, was little 
changed from the 1956 level for most branches; in only 
two branches did the change exceed 5%—one represent- 
ing an increase, and the other a decline. However, in 
the majority of branches there was a decline. 

The result was a rise or no change in the fixed capital- 
output ratio in all branches except leather and its 
products, where fixed capital contracted and output was 
unchanged (tables 1 and 2).! This means that the five 
branches with some excess capacity in 1956 had still 
greater excesses in 1957 when the recession in the econ- 
omy began. However, only in tobacco manufactures, 
owing to the continuation of trends already mentioned, 
did the additions to the preexisting excess capacity seem 
considerable. The additions to excess capacity in the 
other four branches appear to be nominal. 

There are, however, five industry branches that seem 
to have developed excess capacity at the peak of the 
business cycle. In four of these—printing and publish- 
ing; stone, clay and glass products; primary metals; and 
machinery, except electrical—the expansion of fixed 
capital was definitely higher than the average for all 
manufactures, and output had either increased or de- 
creased slightly. In the fifth branch, lumber and its 
products, the excess was brought about by a negligible 
increase in fixed capital and by a sharp drop in output— 
expected responses to the decline in residential construc- 
tion that had begun in the latter part of 1955. Thus the 
investment boom that culminated in 1957 generated a 
condition of excess capacity in a majority of the 
branches of United States manufactures. 


SIGNIFICANT ABSENCES 


This evidence also suggests that at the onset of the 
recession in the second half of 1957 there were eight 
industry branches without a significant amount of excess 
capacity: food and beverages; textile mill products; 
leather and its products; transportation equipment, ex- 
cluding motor vehicles; instruments; petroleum and 
coal products; furniture and fixtures, and paper and 


1 If adjustment could be made for the shift from straight-line de- 
preciation to formulas for faster write-offs after 1953, the small de- 
clines in the ratios for textile-mill products and transportation equip- 
ment would probably be eliminated 


allied products—although the last three may also be 
viewed as borderline cases. These eight industries ac- 
counted for about 38% of all fixed capital reported by 
manufacturing enterprises at the end of 1957. 

This approach, unfortunately, does not result in a 
figure that measures the magnitude of the excess for 
each branch. Presumably, the excess was more serious 
in those five branches that seemed to have excess ca- 
pacity as early as 1956 and somewhat less serious in those 
five branches that entered the list only in 1957. In any 
case, the degree of excess capacity developed and its 
pervasiveness in terms of the number of industry 
branches affected must be among the factors that led to 
a downward drift in capital appropriations as early as 
the second quarter of 1957. (See p. 345 of this issue of 
The Business Record.) 

This analysis represents an exploratory effort. It was 
prompted by the scanty and inadequate measurements 
of excess capacity that have been developed and by the 
belief that the emergence of excess capacity in the latter 
stages of a business expansion can be an important ele- 
ment in converting an expansion into a business con- 
traction. If these exploratory results are approximately 
correct, this approach has the merit of providing, early 
in a recession, some critical data for judging the prob- 
able severity and duration of the recession. For the 
recovery, in turn, is conditioned in large part by the 
extent of excess capacity at the peak of business activity. 


DANIEL CREAMER 
Division of Economic Studies 


The Relative Bear 


(Continued from page 362) 


creation in the housing market is already well advanced. 
If the tendencies of the durable goods markets are as 
strong as they were early in the postwar years, one can 
readily enough envision a surge of demand that would 
work its way quickly and forcefully into prices, inflating 
the private GNP (and thereby restraining the percent- 
age share of government in total output. By the same 
token, the income base would also be inflated, raising 
prospective receipts for fiscal 1960, and reducing the 
deficit in that year). 

For the bull, as for the bear, rising government spend- 
ing, and the government deficit, provide a basic up- 
trend on which this recovery is superimposed; the bear 
expects it to be transferred to the private sector with 
less vigor than would have been expected in earlier post- 
war years, while the bull expects private and public 
demands to go up the hill together into inflation. 


ALBERT T. SoMMERS 
Division of Business Analysis 
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Executives Report on: 


Allocation and Control of Research Expenditures 


ESPITE reduced business activity in 1958, dollar 
expenditures for research and development will 
be higher than or equal to 1957 totals in most of 

the companies participating in this month’s survey of 
business practices. All but one of the 168 surveyed com- 
panies engage in industrial research activities. 

Concurrent with rising research costs, many coopera- 
tors have intensified their “efforts to budget, measure 
and control research expenditures.” 

Fundamentally, however, cooperators continue to 
invest the same or more dollars for research because of 
their belief that such expenditures eventually “achieve 
important results.” The comptroller of an office equip- 
ment concern whose research outlays will reach “‘a new 
high plateau” in 1958 writes: “In our industry, we 
believe that future success will be almost in direct pro- 
portion to the level and success of research and develop- 
ment activities. This is one of our most vital activities.” 
And the president of a lumber products company that 
“thas been engaged in product development activities for 
twenty years” cites the advantages of consistent re- 
search efforts as follows: 


“Our small company is a good illustration of the benefits 
that accrue to industry from organized research and product 
development. Approximately 80% of our profits over the 
past ten years have come from the division of this company 
that produces new products. Yet the sales volume of this 
division is less than half of our total.” 


According to the president of an organic chemical 
company : 


“We believe it is necessary for any company engaged in a 
field where things change as rapidly as they do in the 
chemical and related industries to have some means of keep- 
ing abreast of developments. No doubt this is true in other 
fields as well, and from our observation American industry 
is quite alert to this situation.” 


Another key reason cited by cooperators for main- 
taining or increasing their level of research expenditures 
even in a period of business adjustment is that large 
parts of their programs are “‘of a long-term nature.” In 
this connection, one wood products executive points out 
that in his firm “experience has proven that an average 
of five years from conception to marketability is re- 
quired for most products.” 


RESEARCH EXPENDITURES 
Over two thirds of 153 reporting firms spent 1% or 


more of their sales dollar in 1957 on industrial research, 


SEPTEMBER, 1958 


381 


as can be seen in table 1. But three fourths spent under 
3%. Budgets of between 1% and 1.9% of sales are men- 
tioned by surveyed firms with greatest frequency. 

Research expenditures as a percentage of the sales 
dollar show an uneven pattern industry by industry and 
company by company. However, the communication 
equipment, instruments, controls and apparatus, and 
organic chemicals industries in general report a rela- 
tively higher research-to-sales ratio, with the majority 
of these cooperating companies having spent more than 
3% of each sales dollar in 1957 for industrial research. 

On the other hand, more than half the participants in 
each of the following six industries spent less than 1% 
or a negligible proportion of 1957 sales on research: 
apparel and related products, food, furniture and fix- 
tures, lumber and lumber products, paper and allied 
products and petroleum refining. 


Table 1: Research Expenditures as a Per Cent of Sales in 


1957 
% of Sales Number of Percentage of 
ollar Companies* Reporting Companies 

Kis fat aiken apene eueunire elterotels vstexsna syafigm 1 0.7 
INeglizibleta? -Soess store 10 6.5 
ODO. hacsae Beat Seis s eee tche sles 37 24.2 
VOR 0 OF ravetabon Sboisevein mistake 44 28.7 
FOO Seve tintin acre ins miso in siee 24 15.6 
S0-S:9). shite ow om waercaaeens 13 8.5 
4 O- 4 Oh staea etree dens eitaees 10 6.5 
BDEH5:9 «a accistar. «senate syereeteus & 7 4.5 
Oi Biase etslotar stave ie ioia, ses su ceevaterene 1 0.7 
OF iDie, Mh eich ek, oka ee 3 2.0 
Oe rc Ae otis ae cari iocte e 1 0.7 
DO rer conexant retstaverevails’ « uigustoyaraare 1 0.7 
TOO RSS, Poe ttea cates teen 1 0.7 
‘Lotal a goes mate 153 100.0 


* A range is reported in four cases, which have been averaged; ¢.9., “1%-2% becomes 
1.5%” 


Source: Toe ConrrRENcE Boarp 


An industry and company breakdown of research 
expenditures is presented in table 3. However, the 
figures are not necessarily comparable from company to 
company because of the use of different accounting 
procedures. Companies have varying views as to what 
constitutes “industrial research.” Also, in some in- 
stances the figures must be approximations. For ex- 
ample, the total is sometimes difficult to estimate when 
developmental expense is charged directly to custom 
jobs. Similarly, some smaller firms do not have their 
research programs as a completely “separate and meas- 
urable function,” especially when “major innovations 
are instituted by the supplier of the basic products 
rather than by the fabricators of the finished product.” 
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Hence various cooperators estimate their research 
expense or make no report on it. The president of a 
specialized industrial machinery firm explains that 
“only a small portion of the research that is conducted 
by this company is done in a formal fashion in our 
research department. Most of our research comes 
through the individual efforts of our engineers. It is 
therefore exceedingly difficult to put a dollar sign on our 
research allocations.” 


Patterns in 1958 


Fifty-nine (42%) of 140 reporting companies state 
that, relative to 1957’s actual dollar expenditures, re- 
search expenses will be higher in 1958. A textile manu- 
facturer is enlarging his research program “to make the 
greatest possible use of the firm’s traditional research 
skills in new fields.”” A furniture company hopes to 
““uncover new or improved items to manufacture so as 
to obtain a greater share of the existing, more restrictive 
market.” An electrical industrial equipment concern is 
increasing its research budget “in order to retain sales or 
maintain a competitive position.” 

Six firms plan research dollar advances of 50% or more 
this year. A majority of the participants in the organic 
chemical, paper and allied product and rubber product 
industries are budgeting higher amounts for research. 

Another fifty (86%) of the cooperators expect to 
spend about the same dollar amount in 1958 for indus- 
trial research as in 1957. Some of these executives point 
out that in stabilizing research outlays from 1957 to 
1958 in the face of declining sales volume they are in 
effect raising their research proportion of the sales dol- 
lar. The treasurer of a refrigeration machinery concern 
notes, for example: “Our 1958 expenditure will be ap- 
proximately the same as in 1957, although the per- 
centage of sales will run higher, since our sales this year 
are lower.” More than half of all cooperators in the 
electrical appliance, electrical industrial equipment, 
metalworking machinery, nonferrous metal and ap- 
parel and related product industries plan to hold expen- 
ditures constant. 

The remaining thirty-one (22%) of the reporting 
firms will experience cutbacks in research expenditures 
this year from 1957 levels. Diminished spending is owing 
in four cases to “an attempt to cut expenses in all 
ways,” “the termination of certain pilot plant opera- 
tions,” “projects nearing completion” or “diminishing 
governmental R & D support.” However, reductions in 
general will be of small magnitude, with only two firms 
planning substantial budgetary cuts. Some of these 
companies’ 1958 research budgets will still claim a larger 
share of each sales dollar, since budget reductions will 
not be so great as sales declines. 


Continued Advances 


Plans to “expand the research program in the years 
ahead” is frequently reported by the firms surveyed. 


For example, a furniture executive observes that “in 
recent years we have diversified outside the industry 
and as a consequence expect to spend more in future 
years on research.” In a construction materials concern 
with research amounting to 1.5% of sales, the executive 
vice-president notes: 


“We probably will reach a figure of 2.5% of sales within 
the next several years. But research and development is a 
fairly new activity in our company and we are not yet 
equipped to spend that much money usefully.” 


A machinery manufacturer mentions that his firm’s 
reduced 1958 research budget “‘is considered the mini- 
mum to spend, and we hope to be able to increase the 
expenditure in future years.’ Concludes a textile-mill 
president: 


“Unquestionably, the importance of research carried out 
by industrial concerns will increase rather than diminish.” 


BUDGET ALLOCATION 


Basic research activities are supported by more than 
half (56%) of the 159 companies reporting on how they 
allocate their research budgets. Basic research is defined 
as research that is directed not at finding solutions to 
specific problems, but that seeks, instead, general and 
basic knowledge. 

Forty-three per cent of the firms “spend nothing on 
basic research.”’ For example, the president of a non- 
ferrous metals company states: ““We concentrate all of 
our investment on applied research and development, 
which will provide us with commercial returns within a 
few years.” Writes a controller: ““The extremely narrow 
profit ratios in the meat industry do not afford latitude 
for basic or pure research.” And 1% of the firms do not 
indicate whether they spend a portion of their research 
dollars specifically for basic studies (see table 3). 

Allocations for basic research are widespread rather 
than concentrated in a few industries. In seventeen of 
the twenty-nine industries represented, 50% or more of 
the firms conduct this type of investigation. In only 
four do no reporting firms conduct basic research. 

However, outlays for basic research take up only a 
relatively small share of most cooperators’ industrial 
research budgets. Only three of the eighty-nine com- 
panies carrying on such studies spend more than half of 
their research dollars on them. The great majority of 
firms spend under 25% of their research budget in a 
quest for basic knowledge (see table 2). Ten respondents 
state that their relative expenditures for fundamental 
research is “extremely small.” The president of a 
specialized industrial machinery company explains: 


“Because of the nature of our business, not very much is 
spent on basic research. The amount, of course, varies from 
year to year. But in the main our research and development 
budget is spent on projects brought about either by our own 
development department or as a result of our sales investi- 
gations and customer requirements.” 
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Applied research aimed at solving specific problems 
and developing products for commercial production is 
carried out by 147 (92%) of the 159 reporting com- 
panies. An additional 7% of the cooperators discuss 
their basic research, but do not indicate whether they 
conduct applied research. However, it can be assumed 
that most or all of these latter firms also carry on such 
studies. A leather goods company stands alone in report- 
ing that “no applied research expenditures are in- 
curred” by them, since their research is only conducted 
to service customer difficulties with their products. 


Table 2: Distribution of Research Budgets 


\ 


Firms Firms Firms 
Proportion |No. Con- No. Con- No. Con- 
of Budget ducting % ducting % ducting % 
Basic of Applied of Other of 
Research Total |Research Total |Research Total 
ORS. . wa 72 80.9 4 24 49 55.1 
26%-50%.... 12 13.5 19 12.9 Q7 30.3 
51%-75%.... 3 3.4 30 20.4 0 0 
76%-100%. . . 0 0 83 56.5 1 1.1 
Other 
mentions. . 2 2.2 13 8.8 12 13.5 
Total... 89 100.0 147 100.0 89 100.0 


Source: Tart ConFERENCE Boarp 


In general, the greatest proportion of participants’ 
industrial research budgets is expended for applied 
research and development work. Of the 147 firms spe- 
cifically conducting such investigations, 126 spend 51% 
or more of their budget on them. In fact, sixty-two of 
these cooperators devote 90% to 100%—or “almost 
all” —of their budget to applied research. 

A third type of industrial research expense involves 
miscellaneous projects not of a basic or applied nature. 
For example, research staffs conduct quality control 
research, render product services, do trouble shooting on 
customer complaints, or supply the trade with technical 
information and advice. 

Eighty-nine (56%) of the cooperating companies spe- 
cifically spend research dollars on such activities. An- 
other 9% of the firms make no report on this type of 
research expenditure. However, it is not to be implied 
that the remaining 35% of the companies do not engage 
in similar activities. On the contrary, various partici- 
pants state specifically that they spend money for these 
purposes but that such expenses are not regarded as a 
part of their research and development budget. 

Where other types of research and research-related 
activities are covered by the research budget, the out- 
lays are likely to be smaller than the amounts spent for 
applied research but larger than the expenditures for 
basic research. 


WHERE RESEARCH IS PERFORMED 


Seven out of ten of the cooperating companies do 95% 
or more—or “substantially all’ —of their research work 
in their own laboratories. Forty companies use no out- 
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side facilities at all. In contrast, only a dozen of the 167 
companies carrying on research conduct 75% or less of 
such work in company facilities (see table 3). Only one 
firm performs none of its research internally. 

One explanation for the dominant position of com- 
pany-owned laboratories is offered by the controller of 
an office equipment concern who writes: “Largely be- 
cause of the very specialized nature of our product, 
practically all of our R & D is done in our own labora- 
tories.”’ And an inorganic chemicals producer notes that 
“the proportion varies from time to time, reflecting such 
factors as the type of project under review and the 
volume of work done. At the present time, most of our 
research is being conducted by our own personnel.” 

Private laboratories are relied upon by 52% of the 
cooperators, but generally for a small portion of their 
total research activities. One company’s president ob- 
serves: “In most years, our total research is done by our 
own laboratory and other personnel. Currently, we have 
inaugurated research regarding which we do not feel 
confident in our own personnel, either as to ability or as 
to time. In this case, we are employing a private labora- 
tory to do the work.” Forty-three per cent of the par- 
ticipants make no use of private laboratories, and the 
remaining 5% of the firms do not specify which facilities 
outside their own are used. 

Thirty-two per cent of the cooperating companies 
utilize college and university laboratories for a small 
part of their research efforts. In some cases, college 
personnel and facilities are put to work on specific com- 
pany problems. In other cases, firms ‘“‘support fellow- 
ships” or “contribute to general college research 
programs.” 

In 24% of the companies, research funds are allocated 
to additional groups, such as research foundations, so- 
cieties and institutes, trade associations, outside con- 
sultants and laboratories of associated companies, sup- 
pliers and customers. Here again, such expenditures 
typically are of very small proportions. 


CONTROL OF RESEARCH PROGRAMS 


Many remarks testify to the vigor with which co- 
operators are striving to improve management control 
of company research activities. For example, the re- 
search and engineering vice-president of an instru- 
ments, controls and apparatus company reports: ‘““We 
are looking over our whole program very carefully to 
assure ourselves that we are making the best use of our 
talents and that they are directed into the right chan- 
nels.” Various firms are “improving the structure and 
scope of the research budgets,” as well as making their 
project reviews more effective. Some concerns have 
recently centralized their research activities. A refrigera- 
tion equipment director of research and engineering 
describes such a move in his company: 


“‘We have recently established and staffed a research and 
development department, independent of the product divi- 


Table 3: Industrial Research Expenditures—Types of Research and Where Performed 


o—Negligible or small amount b—Specifically reported as not in research budget 
+/—Mentioned but no % assigned 
n.r.—No report whether or not receiving any % - + -—Not available 


1958 Expenditures 


Percentage of Research Budget Percentage of Research Conducted by: 


1957 as a % of 1957 arch Dollars Spent for: 
Industry and Company ley a oe Basi Aoplied Other Company Private a Oth 
of Sales Up Down Same aces Re D_ |Research Rea eri rhinitis a 
Metals 
Aircraft and Parts 
Company A..... 1.0 60 0 82 18 100 0 0 0 
Barak: 3.4 80 Q 98 b 95 5 0 0 
Blast Furnaces & 
Steel Mills 
Company A..... 0.3 5-10 7 93 b 89.5 6 1.5 3 
Bae 0.2 6 65 35 b 85-90 Vv Vv 0 
CYR 1.2 15 0 50 50 100 0 0 0 
De 1.0 40 3 77 20 97.5 0 it) 2.5 
ioe 1.37 a7 0 |Almost all] a 97.7 aff a of 
yt a 0.1 J 0 100 0 100 0 0 0 
Gos. 1.0 V/V a {Almost all] mr. 71 3 1 25 
18 bid 4 0.16 20 a nr. nr. 160 0 0 0 
Le oe Si 10 90 b 90 J/ a/ V/ 
Communication 
Equipment ; 
Company A..... 2.5 Slightly 50 50 b 95 nt. nr. nT. 
Bie 7.3 10 18 63 19 100 0 0 0 
Carre: 6.8 10 ne Ane ... {Almost all) mr. mr. nr. 
Electrical Appliances 
Company A..... 0.8 VJ 12 78 10 88 12 0 0 
Electrical Industrial 
Equipment 
Company A..... 2.0 / 0 100 6 100 0 0 0 
Bee. 3.0 VJ 0 50 50 100 0 0 0 
Cras: 1.06 VJ t) 90 10 {Almost all 0 0 a 
DD pares 0.4 J 0 100 0 99.4 0.6 0 0 
Oe Sarat 5.0 10 1 ner. nr. 190 i) 0 0 
BR Arte 6 9.0 J 80 70 b 99 0 vf 0 
Fabricated Metal 
Products 
Company A..... 0.98 6.9 8 50 47 97.4 0.6 g 0 
Hardware 
Company A..... 2.2 8 0 56 44 100 0 0 0 
Busan 2.0 5 24 76 0 99 0 0 i: 
CPE: 3.0-5.0 J ae 98 0 4 0 
Dee: 0.52 0 100 | 9 100 0 0 0 
General Industrial 
Machinery 
Company A..... 1.9 2.8 0 100 0 100 0 0 0 
Bae 5.0 bee me 25 15 b 99 A ath hae 0 
CE. Wines J Ape. a 100 0 0 0 
Dee 0.3 10 0 80 20 94 5 1 0 
dO yaasare 3.0 17 8 95 Q 97 g 1 0 
Dane 2.6 18 0 68 $2 {Almost all a a a 
Gove 1.0 : J/ 3 97 0 94 5 nt 0 
AS eS oes 1.0-2.0 Substantially 0 100 0 100 0 0 0 
Lae. 3.0 10 ae a ... |Almost all 0 a 0 
J 0.5 Vv 0 80 20 90 10 0 0 
KK Svoeae 1.0-2.0 VJ 5 50 45 80 N/A J a/ 
Co %, 0 100 0 0 0 
Mite 1.3 VJ/ 5 85 10 98 0 0 2 
Nes. 0.5 10 0 90 10 100 0 0 0 
O..... 2.7 5 50 44 6 95 nr, mer. nr. 
I He Sess 2.0 VA a {Almost all b 90 10 0 0 
tenes . JV 33 67 b 99.7 0 0.3 0 
ba Shee : 2 54 44 90 5 5 0 
0 J/ VJ 100 0 0 0 
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Table 3: Industrial Research Expenditures—Types of Research and Where Performed (Continued) 


Xe 
“) 195 i 
Expos eo asa % of a ine Dollars elie a ear Budget Percentage of Research Conducted by: 
Industry and Company ory ER ie - 4 i Sa re ee Company | Private | Colleges 
P Mae ae Research R & D_ |Research bic yy : zebors s le Others 
Specialized Indus- 
trial Machinery 
Company A..... 2.7 50 a nr. nr. 98 nr. nr. nr. 
Be. 2.0 / a w/ / {Almost all a 0 0 
Cuca 3.0 aise 13 J VJ 88 a 9 3 
Deo 2.8 Q5 nr. |Almost all} nr. {Almost all] n.r. mr. mr. 
a 4.5 i a7 “y) x/ 99 / / 0 
Bats: 0.3 10 0 100 0 100 0 0 0 
Gere 4.0 10 5-10 85-90 5 95 0 5 0 
Hae: 9. 80 10 60 30 |Almost all a a 0 
NBs: ae 2.5 Tl a_ |Almost all b 99 0 1 0 
fie ae 2.05 5 0 80 20 95 0 0 5 
Kees 5.0 J 0 100 0 100 0 0 0 
L 1.0 Slightly a {Almost all b 90 0 10 0 
Instruments, Con- 
trols & Apparatus 
Company A..... 2.7 J 3 54 43 98 2 0 0 
4.5 Slightly 0 95 5 95 5 0 0 
Co®... 8.9 J/ 0 95 5 99 1 0 0 
Ds .. 4.0 / 0 50 50 95 5 0 0 
eee 5.8 15 Wf 54 39 100 0 0 0 
Late 7.5 15 0 98 Q 93 7 0 0 
Gas... 5.8 15 0 65 85 98 2 0 it} 
Tron & Steel 
Foundries 
Company A..... 1.2 Slightly less 0 100 0 {Almost all 0 a 0 
Bee. 1.25 10 0 80 20 90 0 10 0 
Ce aa sich 0 70 30 100 0 0 0 
Deo. a 100 0 50 50 100 0 0 0 
Liles 1.9 10 0 75 25 95 0 0 5 
) | Nepal 0.5 Vv 0 100 0 100 0 0 0 
Gi. a Ae ae 100 0 0 0 
Metal Stamping and 
Coating 
Company A..... 2.0 0.25 0 90 10 50 50 0 0 
1 eee = 50 0 100 b 15 ni 20 | 
Metalworking 
Machinery 
Company A..... 4.0-5.0 Some 50 50 0 90-95 Vv Vv 0 
Bice: 0.36 Vv a Vv 100 0 0 0 
Cie 0.7 18 0 100 0 87 13 0 0 
Dye... 1.0 50 0 15 25 100 0 0 0 
E 1.38 / 0 100 0 100 0 0 0 
Bake. a Vv 0 100 0 Vv 0 Vv 0 
G... 1.2 a/ nr. |Almost all) n.r. |Almost all a 0 0 
Motor Vehicles and 
niyid A 10 0 100 b 94 1 0 5 
ompany A..... 1.0 
wed 1 pesos 2.6 4 Q Jf J/ 100 0 0 0 
ie Vv Vv 0 0 
Nonferrous Metals WA 6 94 b "5.3 0.9 0.3 23.5 
Company A..... 1.8 
Breen 1.0 / 5 95 b 96-97 38-4 0 0 
Coe: 1.0 J/ 0 100 b 90 5 5 0 
1D Becton 2.6 J 5 85 10 97 3 0 0 
Baas: 0.5 30 5 mr. nr 90 0 0 10 
cer a a/ a__|Almost all b 100 0 0 0 
. Office Equipment 
1 65 34 99 1 0 0 
Caapany, a ae oa 3 Mh 5 nt. nr. |Almost all a a a 
Cre. 3.9 ; Q 98 0 98 1 1 0 
) 
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gio rse ag Ye Research Budget Percentage of Research Conducted by: 


1957 as a % of 1957 Research Dollars pent for: 
Industry and Company See Ngte | Oth Company Privates Colleges 
: sic Applied ther Z ft Ini- 
of Sales Up Down Same R Beics Re D_ {Research a ee antes pow 
Refrigeration Equip- 
ment 
Company A..... 14 4 8 94 8 96 2 0 2 
Bee 7.0 a/ 10 65 25 95 5 0 0 
Cag 3.0 Slightly 0 100 0 [Almost alll nr. nr. ns. 
Nonmetals 
Apparel and Related 
Products 
Company A..... 0.17 Vv 0 100 9 50 50 0 9 
Baw. 1.0 Jf 15 25 b 100 0 0 0 
Cae 0.8 J 10 90 0 100 0 0 0 
Chemicals—inorganic 
Company A..... 3.0 J a/ J b |Almost all) nr nT. nr. 
eee 1.9 25 5 75 20 93 1 1 5 
Cree 1.2 $3.5 5 60 835 70 5 0 25 
Dee 1.0 15 60 85 5 |Almost all] J J 0 
Biaeck Sul 10 5 85 10 95 3 0 2 
1 eon 2.1 15 0 nr. nr. |Almost all a 0 a 
Gatton 1.8 JV 35 40 25 95 5 0 0 
Chemicals—organic 
Company A..... 4.3 8.3 10 60 30 95 0.5 + 0.5 
Bare 5.0 J 0 $0 10 |Aimost all a 0 0 
Corr 44 Arr 2 62 86 100 0 0 0 
sl) arereve 10.0 20 0 75 25 100 0 0 0 
Docee 4.0 10 20 80 5 |Almost all} xr. mr. nr. 
Bee 4.0 2 ius 69 20 98 / VJ 0 
Gens 2.8 ra 10 50 40 98 1 0 1 
le ees 2.0 25 10 80 10 90 10 0 0 
Weegee 5.0 Slightly 20 mr nr 80 0 20 0 
Unevarwe 3.0 d 5 26 14 nr 96 4 4 0 
Kore. 1.3 9 0 90 10 90 10 0 0 
Construction | 
Materials 
Company A..... 1.0 Slightly 0 50 50 90 0 0 10 
Bote — VJ/ 10 80 10 {Almost all a a 0 
Cian 1.0 ‘ 5 50 45 |Almost all a 0 0 
DD ece 75 33 a/ J 25 75 0 0 
Brose Ne Slightly 0 75 25 |Almost all a a 0 
Bates — J/ 20 50 80 90 10 0 0 
Gade 0.6 AVA 5 80 15 80 10 1¢ 0 
Food 
Company A..... aft seas en ato 0 / ~/ |Almost all a a 0 
Boa 0.5 VJ 50 50 6 |Almost all 0 a 0 
Goes Under 1.0 7 12 J J 87 13 0 0 
iD eooee ea 10.1 2 98 b {Almost all 0.3 0.1 0 
led one a seks 0 50 50 100 9 0 0 
Ne ae 0.3 VJ 20 nr. n.r. |Almost all a a 0 
G 0.17 eae tie ... {Almost ali a a 0 
Furniture and 
Fixtures 
Company A..... 1.1 BVA 0 95 5 94 9 0 6 
Bee 0.3 80 0 100 0 95 0 5 0 
Cerne g'G.c JV Ba ae ... [Almost all] nr. nr. nr. 
Dee 2.0 20 0 100 0 90 0 0 10 
E..... 0.5 Vv 0 100 0 100 0 0 0 
| aa GE 0 J 0 0 0 0 0 0 0 
Grae a jon 0 100 0 100 0 0 0 
U3 eae a ae 0 100 0 V J/ 0 0 
Leather Products 
Company A..... 0 0 100 |Almost all] 0 0 PY 
she Products : 
ompany A..... 0.2 athe Sig Se 0 nr. nr. 0 100 0 0 
Bvaee 1.75 ee a V/ J 5 0 20 5 
So ne ee eo | 
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Table 3: Industrial Research Expenditures—Types of Research and Where Performed (Continued) 


1958 E dit P f 
Experait ie. as a % of 1957 scgendt Dollare shoentece ae ch Budget Percentage of Research Conducted by: 
Industry and Company asa % Cc Pri Coll 
of Sales U D Basic Applied Oth ompany Tivate olleges 
2 sie Same |Research | H&D |Research | U@bora- | Labora | or Uni. | Others 
Paper and Allied 
Products 
Company A..... 0.75 or 33 nr. nr JS 0 0 / 
LS hte Ae 0.6 75 4 93 3 90 5 5 0 
Cx 0.75 aa 0 |Almost all a 75 25 0 0 
Dea Barf 25 10 60 30 95 5 0 0 
Bieta. 0.8 5-10 0 60 40 |Almost all 0 0 a 
Reo a ss 0 nr. nr. 0 0 JV 
G.. 12 16 2 98 b 97 1 1 1 
Petroleum Refining 
Company A..... 0.4, 15 10 90 0 99.7 0.1 0.1 0.1 
Bae. .3 1.18 8 70 22 98.9 1 a a 
Cee Rive 15 60 25 |Almost all 0 VJ JV 
1b ae Says Vv 4 75 Q1 100 0 0 0 
es 0.65 Slightly 20 80, b 98 13), 071-20 
Bas 0.8 16 o 97 0 97.3 1.9 1.6 0.2 
(C-Span 2.0 14 3 87 10 100 0 0 0 
Ls earns a 0 100 0 100 0 0 0 
Rubber Products 
Company A..... 1.0 0 50 50 |Almost all] nr. mr. nr. 
Bee 0.95 15 0 100 0 100 0 0 0 
Cen 1.8 5 6 94 0 99.7 0 0.3 0 
Textile Products 
Company A..... 3.5 10 85 5 99 1 0 0 
Beas 3.5 25 Q 30 55 15 34 66 0 0 
Core. 1.0 10 0 80 20 75 25 0 0 
LBs 1.4 14 10 85 5 |Almost all a 0 0 
E.. 1.0 : 0 {Almost all a 100 0 0 0 
Bee as ee 0 JS VJ VJ / 0 VJ/ 
Gee 1.0 J 30 20 50 100 0 0 0 


(Text continued from page 383) 

sions, for accomplishment of such work on a company-wide 
basis. Scattered laboratory facilities have been incorporated 
into a central laboratory complex, tending toward increased 
efficiency and greater mutual support.” 


FORMAL BUDGETS 


Formal research and development budgets are now 
used to control expenditures in 71% of the surveyed 
companies. Although cooperators frequently note that 
the budgets are prepared on an annual basis, some 
manufacturers provide for greater flexibility by either 
“allowing the budgets to be modified” in “‘the light of 
current events,” through shortening the budget period, 
say, to “six-month intervals,” or by accepting “separate 
additional budget requests.” On the other hand, the 
budget in a metalworking machinery firm is “authorized 
by the directors two years in advance so that the 
development committee can plan their projects within 
the authorized amount.” 

Formal budgets generally involve detailed break- 
downs of authorized research costs and frequently are 
apportioned by research project. In an office equipment 
company, “the budget is based on the planning of 
individual projects which is then converted into esti- 
mated expenditures for labor, material and overhead by 
specific time periods.” And a general industrial machin- 
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ery firm has “‘a very specific research and development 
budget which is broken down by each major product 
line and then further segregated by the individual 
projects which are authorized for the year.” 

In a decentralized construction materials concern 
with a centralized research function, the following 
budgeting practice is utilized: 


“The research and development group is divided into 
departments headed by managers and organized to serve the 
principal divisions. The operating division manager works 
out his budget in cooperation with the vice-president for 
research and development. Additional budgets of the re- 
search departments, which are devoted to general company 
development and testing service organizations, are prepared 
by the research director. The accumulation of these depart- 
mental budgets produces the final budget.” 


Other companies do not use formal budgeting control 
for four stated reasons: (1) the research program is 
*‘based on the need for projects” rather than on specified 
sums to be spent; (2) other controls are relied upon and 
deemed sufficient; (3) expenditures are too small; and 
(4) research costs are too scattered to be isolated. In 
amplification of this last point, one executive writes: 


“Research work in our company is considered a necessary 
part of doing business on an everyday basis. All members of 
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our laboratory, sales service and sales departments are on 
call at all times for contributions to research. As a result of 
this attitude we do not have a specific budget for it.” 


FORMAL REVIEW 


Seven of every ten of the participating companies 
follow formal review procedures to “consider and evalu- 
ate research proposals prior to their adoption.” And 
almost an equivalent proportion of the cooperators, 
though not necessarily the same ones, conduct formal 
reviews during the course of the research—commonly at 
specified intervals, such as every month or quarter. 
Some firms review research projects only before they are 
undertaken, and others do so only after the research is 
under way. An illustration of the latter practice is 
reported by a petroleum refining executive who explains: 


‘Funds are provided so that our research staff can carry 
out embryonic research in new fields or on new products 
without the need for formal review. When such work has 
advanced far enough so that appraisal is possible, a formal 
application for an extension of the investigation is con- 
sidered. The results of the work are reviewed from time to 


time and at least once a year to determine whether addi- 
tional funds should be provided.” 


Three out of ten companies either conduct “informal” 
or “semiformal” reviews or no review at all. In explana- 
tion, some executives say that their research expendi- 
tures are not large enough to require established re- 
views. One company relies solely on ““group awareness 
of the need for research,” and a metal-stamping and 
-coating company’s president states: “Follow-up of 
projects is quite informal, since we try te hold record- 
keeping to a minimum.” 

Research and development committees conduct the 
formal reviews in many cooperating companies. These 
standing committees often consist of top management 
members or executives representing various depart- 
ments of the company. In the latter case, committees 
may be either authorized to make final decisions or to 
act in an advisory capacity to top management. “Com- 
mittee recommendations,” in an automobile company 
for instance, “are reviewed by top management when 
budgets or individual projects are submitted for ap- 
proval. All projects require this approval before work 
is initiated.” 


A RESEARCH COMMITTEE'S FUNCTIONS 


The following excerpts are taken from a statement dealing with purposes and functions of the ‘Development 
Coordinating Board" in a division of an industrial machinery company, and with the procedures it follows in 
establishing new research projects. 


Purpose 


The division urgently needs ideas for new products 
and for the improvement of existing products and plant 
processes. The purposes of the Development Coordinat- 
ing Board are: 


1. To encourage such ideas and to provide a channel 
through which they may be submitted for evalua- 
tion 

2. To assist the management in planning, setting the 
objectives, and the establishment of the expansion 
program of the division 


8. To improve communications by providing regu- 
larly scheduled reviews of these programs before 
representatives of all major components of the 
division so that they may in turn keep their people 
advised of what the other organizational compo- 
nents are doing in this area 


4. To assure that work done in research and develop- 
ment on new products, processes, major revisions 
to existing products, or research programs is co- 
ordinated and progresses as considered best from a 
broad division-wide viewpoint 


Functions 
To accomplish these purposes, the Board will: 


1. Receive and review all suggestions for new prod- 


ucts, processes, major revisions to existing prod- 
ucts, or research programs 


2. Assign projects and priorities and approve sched- 
ules, manpower budgets, and (subject to manage- 
ment committee ratification) all projects involving 
expenditures of more than $1,000 in time and 
material. Development Coordinating Board ap- 
proval is also necessary for engineering or develop- 
ment work on customer orders where the selling 
price does not cover these costs with normal 
margins 


8. Review quarterly the progress reports of all 
projects involving expenditures in excess of $100 


4. Review monthly the controller’s report of experi- 
mental work orders. This report will be prepared 
and distributed to the Development Coordinating 
Board monthly prior to each meeting so that these 
results may be dealt inte the thinking of new 
projects 


Procedure for Establishing New Projects 
A. Minor Projects (under $1,000) 


No part of this procedure is meant to stifle initiative 
or delay the work on minor improvements to our 
line. For this purpose, a minor project has been 
defined as one involving an expenditure of $1,000 or 
less—this figure to include any expenditure for time 
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Some companies distribute their review responsibili- 
ties among different committees or groups. A petroleum 
refining president writes: 


“Two committees have been established and assigned the 
responsibility of controlling direction of research and re- 
search development activities. The research committee 
meets annually. Its function is: ‘to review the progress made 
in chemical and physical research activities, and the devel- 
opment work which has proceeded from such activities; to 
consider the research program and the development pro- 
gram for the coming year; and to recommend the general or 
broad outline for the research program to the chairman of 
the board.’ 

“The research advisory: committee meets quarterly: ‘to 
consider and make recommendations with regard to the 
immediate and future programs of chemical and physical 
research, and to recommend the development of results of 
the various projects.’ ” 


The sales function is frequently mentioned as being 
represented on the research committee or participating 
in various stages of the research initiation and review 
process. For example, in an industrial machinery firm: 


and materials. It is expected that as ideas are sub- 
mitted to research and development groups they 
may on their own initiative, if they feel the idea has 
merit, open a “minor” experimental work order and 
thereby authorize work on this project if they feel: 


a. It can be carried to completion within the 
$1,000 limitation, or 

b. It may develop into a valuable “major” 
project but that it requires an expenditure of 
time and material (under $1,000) to investi- 
gate and prepare it for presentation to the 
Development Coordinating Board for “major” 
project review and scheduling 


B. Major Projects (over $1,000) 


1. All proposals requiring an expenditure of over 
$1,000 for new products, or processes, major re- 
visions of existing products or processes, or re- 
search programs will be channeled to the chair- 
man of the Development Coordinating Board or, 
in his absence, to the assistant general manager 
or general manager 

. Proposals for new products and major revisions 
to existing products should include as completely 
as possible information from the various organ- 
izational components of the division affected. For 
example, an idea for a completely new product, 
not previously manufactured by the division, 
should have been reviewed by: 

a. Sales—for marketability, estimated sales 
potential, competitive situation, etc. 

b. Plants—for facilities, tooling requirements, 
current stock of existing products that 
might be affected, etc. 
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“Projects can be initiated either by engineering or sales. 
But any projects approved by management must have the 
joint prior approval of both the responsible sales and 
engineering managers. Once approved by management, the 
end purpose of the project cannot be changed without 
authorization, although it is within the responsibility of the 
engineering manager to vary the approach or to use different 
equipment from that which may have been originally dis- 
cussed as a means of accomplishing the approved objective.” 


Advance Reviews 


Advance reviews in cooperating companies are often 
“rather detailed” and are utilized to “systematically 
determine” whether proposed research of significance 
would be a worthwhile addition to the project schedule. 
These reviews also are used to set budgets for approved 
projects and to assign to them priorities. As a food com- 
pany president explains: “We try to put ‘first things 
first? and to make sure that we accomplish that which 
will most quickly and surely result in more profitable 
operations.” 

A host of interrelated questions are considered before 
a project is approved for budget: = 


c. Research and Engineering—estimate of de- 
velopment time and cost, ability to handle, 
etc. 

d. Controller’s—profit possibilities, financial 
requirements, method of spreading develop- 
ment cost, etc. 

8. Proposals for plant processes and research pro- 
grams should include, as far as possible, necessity 
for and benefits to the division and should be 
checked with appropriate organizational com- 
ponents 
If the proposal is deemed incomplete in any of 
these respects by the chairman of the Develop- 
ment Coordinating Board, he may assign it to 
division central engineering or other appropriate 
organizational components for further informa- 
tion and background data. If an idea is submitted 
by an individual who is not in a position to 
obtain any background data, he will give it a 
preliminary screening and, if in his judgment it 
deserves further investigation, he will either call 
meetings of appropriate individuals for further 
screening or will assign it to an appropriate divi- 
sion for further investigation before presentation 
to the Development Coordinating Board 


. The Development Coordinating Board, there- 
fore, will review only projects on which sufficient 
background information has been accumulated 
and distributed prior to the meeting. An intelli- 
gent decision may then be made as to whether 
the division should proceed and, on the basis of 
the estimate of development time and cost, what 
priority the project should receive on the research 
and development program 
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General 


1. Objectives of the research project, such as new or im- 
proved product, new manufacturing process, or cost reduc- 


. Need for research or problem to be solved 

. Over-all value to company of research results 

. Past developments in project area 

. Who should conduct research 

. Probability of success of project 

. Probability of utilizing partial success of project 


=6 
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Product 


1. What existing products will development replace 


2. Current stock of existing products that might be 
affected 


3. Expected design life 
4, Patent possibilities 


5. Requirements and availability of manufacturing facili- 
ties and tools 


Market 


1. Definite market for product 

2. Immediate and long-range market sales potentials 

3. Competitive situation and market advantages 

4. Price market will bear in terms of unit development 
costs over and above regular manufacturing and sales costs 

5. Market problems and requirements 

6. Estimated future yearly sales volume 


Financial 
1. Estimated time and cost of the research 
2. New personnel requirements 
3. How much can company spend on project 
4. Method of spreading development cost 
5. Manufacturing and sales financial requirements 
6. Profit possibilities 


Subsequent Reviews 


During the course of the research, reviews are held, 
primarily to determine progress and to keep “all persons 
concerned abreast of developments.” Actual versus 
budgeted project expenditures are typically reviewed, 
as well as programs: as an office equipment controller 
puts it, “an appraisal of money spent in terms of project 
accomplishment.” Status reports, “periodic screenings 
of budget for serious deviations,” expense ratios, and 
maximum expenditure allowances often serve as con- 
trols and bases for these reviews. 

Cooperators also utilize subsequent reviews to reas- 
sess individual research projects, particularly from a 
company-wide viewpoint. They often reconsider many 
of the basic questions raised at the advance reviews. The 
vice-president of a food company explains in this con- 
nection that “‘at appropriate stages for projects costing 
in excess of certain amounts, an attempt is made to 
evaluate the probable future value of the project in 
terms of sales and profits.” 

Furthermore, project priorities and budgets may be 
revised at these periodic reviews “as changing condi- 
tions alter the emphasis and direction of the research 


program.” As the treasurer of an instruments company 
notes: “We do drop projects occasionally and quite 
often they get postponed to make way for more pressing 
projects.” 

Finally, evaluations of completed research and devel- 
opment work may be made at the reviews and “final 
designs approved or disapproved for manufacture and 
sales.” Examples of company reviews held during the 
course of research follow: 


“At least quarterly during the year we review all research 
and development projects and it is the responsibility of the 
engineering and sales managers to reassess the value of each 
project and to reaffirm its priority in the schedule. At this 
same time, the expenditures to date and those anticipated 
on each project are reviewed and, if desirable, a reallocation 
of the total appropriation for the year can be requested.” 
(General industrial machinery) 


* * * 


“We exercise a rather tight control on expenditures so 
that we may be advised if a project is running considerably 
beyond anticipated expenditure. If this situation has de- 
veloped, it must come to our attention at the time that 80% 
of the budgeted money has been spent on the project, and at 
this time we review the progress to date versus the money 
spent.” (Specialized industrial machinery) 


* * 


“Every research project in our research center is reviewed 
every two months, with a progress report submitted to the 
interested personnel. At that time, the cost of the project to 
date is analyzed in relationship to the total appropriated 
funds and the percentage of completion. In this way, 
projects are being continually evaluated on a current basis 
and no project is lost in the everyday shuffle and used as 
a catch-all for unallocated funds and expenses. The time- 
table of these projects can be altered according to the over- 
all importance of their contributions to the total operation. 
With this review, a better corporate control is realized. 
When it is explained and understood by the research and 
development personnel, they, in turn, have a greater 
appreciation of the value of their efforts.” (Metal stamping 
and coating) 


FINAL EVALUATIONS 


Determining the ultimate value to the company of 
individual research results is a difficult and at times im- 
possible task for many cooperating companies. In fact, 
more than half the participants have no method for 
assessing the value of their research after its conclusion. 

Some of these firms are attempting to develop satis- 
factory methods of assessing research results. And a few 
firms are progressing “each year to a more orderly and 
systematic evaluation” of the results of their research 
efforts. Many more companies, however, apply no 
measurement whatsoever to their final research results 
or rely on “the exercise of judgment” for “informal” 
appraisals. 

On the other hand, many of the companies with 
formal research evaluation procedures are uncertain 
about whether they are “‘practical” or “fully realistic.” 
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Often their approach allows “partial” evaluations or is 
effective only “in certain instances.” A number of 
cooperators state flatly that their present assessment 
method is “not very satisfactory” or has “afforded very 
little success.” 


Approaches and Difficulties 


Companies with formalized methods for assessing the 
ultimate value of their projects often apply an actual 
performance versus original estimate yardstick at a 
specified interval after culmination of the research work. 
A machinery firm, for example, “usually uses a ‘make- 
good’ report which is an analysis and evaluation 
against the original estimated figures in the project’s 
recommendation.” A paper company executive states 
that in his concern, “each project is evaluated before it 
is undertaken so that we may have a definite goal. The 
advantages are weighed and as nearly as possible esti- 
mated and later this estimate is compared with the 
actual performance.” 

In making ultimate assessments, however, the diffi- 
culties, participants point out, vary according to the 
nature and objectives of individual projects. If the 
objective of the research is “to meet an obvious need” 
or solve a specific problem, then cooperators can assay 
its success or failure. Hence applied research is easier to 
assess than basic research. 

The president of a hardware concern writes: ‘““We can 
generally evaluate individual projects because no basic 
research is done. The majority of our research work 
ultimately finds its way into a product where it can be 
evaluated in the competitive field.” And, “by the nature 
of things,” states a metal -stamping and -coating presi- 
dent, “most results are apparent shortly after the com- 
pletion of the projects.” Similarly, the chief executive 
officer of a hardware company reports: 


“We know what we want to develop and we go ahead 
with it regardless of cost. When the results are set, we put 
through a run, figure our costs, set a list price, and there- 
after the results appear quickly and positively.” 


This approach that assesses success or failure contains 
certain disadvantages, according to some participants. 
A portion of a firm’s research activities may, for ex- 
ample, be of such a nature as to prevent its use, as in the 
case of a paper company that reports it has “many 
continuing projects, particularly those relating to im- 
provements of specific products, on which evaluation of 
separate phases cannot be made.” 

Again, some participants indicate that while a re- 
search project often can be termed successful, such 
an evaluation does not determine whether another solu- 
tion might not have been even better. The president of a 
specialized industrial machinery company states: 


“Since our research is directed mainly toward giving us a 
type of equipment to take care of a specified job, we can 
rather easily assess the ultimate value of individual projects. 
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Of course, it is never possible to say that we could not have 
come up with some other solution to the problem which 
would have been more or less effective in solving the 
problem.” 


Success in Dollars 


Many executives want to quantify the dollar benefits 
of their research efforts. However, some cooperators 
point out that “‘such measurements are admittedly not 
precise.” “In the final analysis,” writes an inorganic 
chemicals executive, ‘‘the steady growth and increase in 
sales and profits for a company is the real measure of the 
value of research and development. However, there is no 
completely adequate method of evaluating such bene- 
fits.” 

Some companies report that they do measure dollar 
values where projects “lead to identifiable cost savings” 
and production improvements. At times, however, 
quantitative credit is given to research on the basis of 
arbitrary assignments of value, market research and 
“competent judgment.” For example, “where savings 
can be calculated,” reports a petroleum refining con- 
troller, “they are arbitrarily taken as the return from a 
process or a new product for a twelve-month period 
after the successful introduction.” 

A textile-mill vice-president explains that his firm’s 
cost accounting system for research and development 
expenditures affords them “with a practical method of 
assessing the ultimate value of individual research 
projects. Records are kept of the cost of each project 
undertaken. When a process is put into production, a 
royalty figure is assessed on a per yard basis which is 
credited against the cost of that particular project.” 

Dollar results in another textile mill are “reflected in 
the sales department’s reports on customer reaction.” 
A steel mill uses “‘the judgment of both technical and 
sales personnel on new products and that of both tech- 
nical and production personnel on new processes.” And 
an instruments, controls and apparatus vice-president 
reports: ‘““‘We make use of our market research depart- 
ment, opinions and studies from our sales people and the 
experiences and opinions of the members of our research 
and planning committee.” 

On the other hand, some participants question 
whether one can truly isolate a research project’s spe- 
cific influence on sales or profits in view of the “many 
intangibles” and “complexities” involved. A vice- 
president in a food company explains this viewpoint as 
follows: 


“Tt is extremely difficult to account for the success or 
failure of a product in the market place. In our business, 
marketing is vitally important and it would be very difficult 
if not impossible to separate the respective effects of re- 
search and marketing on the consumer’s ultimate decision.” 


According to the chief metallurgist of a nonferrous 
metals company: 


(Continued on page 394) 
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Quarter-to-quarter Percentage Changes in Disposable 
Income and Discretionary Income 
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1956 1957 1958 
Seasonally adjusted annual rates 
Sources: Department of Commerce; The Conference Board 


New Figures on 


Discretionary Income 


HE Conference Board series on discretionary in- 

come is herewith revised back to 1946. This updat- 
ing has been necessitated by recent major revisions in 
the personal income and consumer expenditure data of 
the Department of Commerce, which are used exten- 
sively in the calculation of the Board’s discretionary 
income series. 

The new disposable personal income data run at a 
somewhat higher level than the old series. As originally 
calculated, disposable personal income rises from $159.2 
billion in 1946 to $302.1 billion in 1957. The new series 
rises from $160.6 billion to $305.1 billion in the same 
period. The maximum revision occurs in 1955; in that 
year the new estimate exceeds the old by $4.3 billion. 
Other significant changes in the Department of Com- 
merce data that affect the discretionary income totals 
occur in food outlays, which have been revised down- 
ward, and clothing and medical expenditures, which 
have been revised upward.! (Text continues) 


1 As a result of these changes, essential food outlays, which had 
been calculated as $62.8 billion in 1957 in the unrevised discretionary 
income series, are now estimated at $58.9 billion; essential clothing 
expenditures of $21.9 billion have been increased to $23.3 billion; 
medical expenses have been raised to $16.4 billion from $14.2 billion. 

The sizable alteration in the food expenditure data made it advis- 
able to shift the base period for the determination of “essential” food 
outlays to 1951 from 1947-1949. In the original calculations, the 
period 1947-1949 had been selected as the standard of essentiality, 


Table 1: Disposable Income, Imputed Income, Major Fixed 
Commitments, Essential Outlays, and Discretionary Income, 


Quarterly, 1946-1958 


Billions of dollars; seasonally adjusted annual rates 


Maj 

Year and Disposable Imputed FE eo Essential Discre- 
Quarter Personal Income Commit- Outlays tionary 
Income ments Income 

1946: I... 153.6 7.8 16.7 55.5 73.5 
ieee 158.2 7.8 17.9 57.4 75.1 

LUT 163.9 V5 19.1 64.7 72.6 
Vee 166.5 7A 19.5 69.5 70.1 

1947 ees 167.5 7123 Ae 71.4 67.7 
Lives 164.8 73 92°3 73.2 62.0 

AWD Ss, 172.3 72 23.9 76.0 65.2 
EV‘ii3 175.7 74 25.2 78.4 64.6 

19482)" Ie 179.5 ve 26.3 80.2 65.3 
LLP; 188.8 eed: 27.3 82.1 74.8 

ELT ee 194.7 7.8 28.5 84.0 74.4 
TVere 194.0 8.1 28.5 82.7 74.6 

1949: I... 190.6 8.3 29.9 80.6 71.8 
Lee 190.2 8.5 Sie 81.1 69.5 

Tb, 188.6 8.9 31.0 81.4 67.3 

T Vises 189.3 9.0 32.9 81.1 66.3 

1950s ree 200.9 9.3 34.2 80.8 76.7 
aE wee AUB IY f 9.4 34.9 82.2 75.2 

110s; 210.2 9.9 36.8 85.2 78.4 

LV ee 217.7 10.1 $8.2 87.0 82.3 

195155 ghee 219.8 10.5 40.3 90.9 78.1 
AW Be 226.4 10.8 41.7 91.9 81.9 

jill et. 229.5 11.3 43.6 92.9 81.7 
EV 233.8 11.5 45.7 94.5 82.1 

195257 Vice eal 11.6 45.4 94.1 80.9 
Ilsa 235.6 11.8 46.8 94.9 82.1 

Be 241.1 19.1 48.1 96.5 84.4 
DViore 245.6 12.2 48.9 96.4 88.0 

1953s lies 950.0 12.5 50.4 95.6 91.5 
Lie 252.8 Ah he f 61.3 96.4 92.4 

WORT 253.8 12.9 52.8 98.0 90.6 
Veo 253.8 13.1 53.8 98.2 88.8 

19542, nos. 254.6 13.3 55.3 98.6 87.3 
Hie SA 254.8 13.4 55.4 99.5 86.5 

LT ee 256.8 18.5 56.3 100.5 86.5 

EV aa 260.9 13.6 57.3 100.3 89.7 

19553) ole 263.8 13.8 58.6 100.5 90.9 
df ee 272.0 13.9 60.4 101.5 96.2 

LEDs QTd 14.3 62.3 102.8 98.3 
Vie 283.0 14.5 64.0 103.1 101.5 

1956s eee 283.1 14.6 64.0 103.3 101.1 
es 288.8 14.9 66.6 105.2 102.1 

Wl fee 8 292.1 15.4 67.8 107.7 101.2 
EViGe 297.2 15.7 69.0 108.2 104.2 

1967S see 800.0 16.2 70.2 108.8 104.8 
Det 305.7 16.6 713 110.5 107.3 

TAN 308.7 17.0 73.8 112.8 105.1 
IV... 3068 17.1 73.6 1132 102.9 

1958: Ip.. 305.0 17.1 74.4 115.5 $8.0 
Ip. 307.6 17.2 74.1 117.6 98.9 


enone 
p—Preliminary 
Sources: Department of Commerce; Federal Reserve; Institute of Life Insurance; 


Securities and Exchange Commission; Bureau of Labor Statistics; Department of 
Agriculture; Edison Electric Institute; Taz ConrerEence Boarp : 


partly because it disclosed the lowest per capita expenditure for food 
in the postwar years ($322.77 in 1947-1949 doliars, compared with 
$332.49 in 1951). (See Technical Paper Number Sia, page 10.) In the 
revised national accounts, 1951 was the postwar low in expenditures 
per capita ($303.14 in 1947-1949 dollars compared with $315.73 for 
the 1947-1949 average) ‘ 
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The combined effect of the upward shift in the level 
of disposable income and the redistribution of consump- 
tion expenditures has been to raise the level of discre- 
tionary income. The figures previously published by the 
Board rise from $69.8 billion in 1945 to $103.2 billion in 
1957; the revised figures show the increase as ranging 
from $72.5 billion to $104.5 billion. The maximum dis- 
crepancy between the new and the old figures occurs in 
the 1955 boom, for which the old series understates 
discretionary income by $4.9 billion. 


SECOND-QUARTER PICKUP 


Discretionary income in the second quarter amounted 
to $98.9 billion, according to preliminary estimates. The 
rise of 1% from the first quarter compares with a similar 


Table 2: Disposable Income, Imputed Income, Major Fixed 
Commitments, and Discretionary Income, 1939-1957 


Millions of dollars 


Maj 

Disposable Imputed Fad Essential Discre- 

Year Personal Income Commit- Outlays tionary 

Income ments Income 
HOSS ese 70,444 3,841 13,820 30,076 22,707 
1940. se 76,076 3,956 15,246 31,835 25,039 
RODE ch 92,982 4,636 17,484 36,110 34,752 
‘LZ | re 117,516 6,060 17,455 42,738 51,263 
1943), 8)..5 133,547 7,597 15,368 47,620 62,962 
1944..... 146,761 8,935 15,475 48,986 73,365 
Lt: 150,355 9,815 16,136 §1,148 73,256 
1946). 160,569 7,661 18,551 61,890 72,467 
EUATS ess 170,113 7,170 23,116 74,655 65,172 
1948. 6s. 189,300 7,826 27,604 82,334 71,536 
1949..... 189,654 8,671 31,202 80,952 68,829 
1950 5 .o<% 207,655 9,651 36,084 83,820 78,100 
Ch oe 927,481 10,988 42,786 92,831 80,876 
1962 0. < 238,714 11,910 47,343 95,392 84,069 
UCU ee ae 252,474 12,837 51,887 97,019 90,731 
1954. 5s 256,885 13,456 56,199 99,714 87,516 
BOOS. eater 274,448 14,040 61,180 101,995 97,233 
1956..... 290,454 15,175 66,716 106,153 102,410 
TOS GE cre cie 305,149 16,701 72,543 111,397 104,508 


Sources: See table 1 


Revision of Discretionary Income 


The extensive revision of the national accounts of 
the Department of Commerce has made it desirable to 
recalculate THE CoNFERENCE Boarp’s statistical 
series dealing with discretionary income. Tables 1-19 
of Technical Paper Number Six, “Discretionary 
Income,” are presently being revised. The information 
published by the Commerce Department thus far has 
enabled the Board to complete the revision of ten of 
these tables (numbers 1-8, 14 and 15); the remaining 
tables will be amended as soon as the data become 
available. The ten tables already completed will be 
mailed to Associates upon written request; availability 
of the nine remaining tables will be announced in 
Previews. 
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After a Steep Fall, an Upturn in Discretionary Income 
BILLIONS 
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Source: The Conference Board 


increase in disposable income. The gain in discretionary 
income follows declines in each of the previous three 
quarters. Discretionary income fell by $9.3 billion, or 
8.7%, during the period of contraction, compared with 
a decline of $3.7 billion (1.2%) in disposable income 
from its prerecession peak to its first-quarter-1958 
trough. 

Major fixed commitments held comparatively steady 
in the second quarter, declines in net insurance pay- 
ments and instalment credit repayments offsetting a 
small increase in housing. However, essential outlays 
rose, following a substantial increase in food prices and 
smaller increases in spending for clothing, medical care 
and utilities. Thus only $900 million of the $2.6 billion 
increase in disposable income appears as discretionary. 

The discretionary fund (discretionary income plus 


Table 3: Discretionary Income and Discretionary Fund, 
by Quarters, 1955-1958 


Billions of dollars; seasonally adjusted annual rates 


Year and Discretionary Consumer Discretionary 

Quarter Income Instalment Debt Fund 
Extensions 

WOGD er cae trae veut 90.9 37.0 127.9 
jes OF ok are a 96.2 39.0 135.2 
WT secrete tatacte eet 98.3 40.3 138.6 
LV ostancetonesivet a 101.5 39.9 141.4 
LOS 4 saan onsets 101.1 39.7 140.8 
LI eet sores 102.1 39.3 141.4 
Leer cine siete 101.2 39.9 141.1 
IVGo Sew eee 104.2 41.4 145.6 
ODT fe Mane c.aetiete ee rwres.8 104.8 41.6 146.4 
DAA te eeetes 107.3 42.2 149.5 
RU 5 Bo ar soos oe 105.1 42.9 148.0 
UY Fee bs Saag ccalay 102.9 42.9 145.8 
O58 sh pel ey ctrtntrckesci 98.0 39.7 137.7 
ly erare: earn ccaker 876 6 98.9 39.2 138.1 


p—Preliminary 
Sources: Federal Reserve; Tun Conrrrency Boarp 
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Table 4: Discretionary Income and Discretionary Fund, 
1939=1,997, 


Millions of dollars 


Discretionary Consumer Discretionary 
Year Income Instalment Debt Fund 
Extensions 
OSD eereicieieie evens 22,707 6,872 29,579 
LOA erevometes <cocrerenere 25,039 8,219 33,258 
VQ A oe aivcersceereiecs 34,752 9,425 44,177 
194 Oe cuseyiniete olen 51,263 5,239 56,502 
DAS oie eis pelts 50: < 62,962 4,587 67,549 
QA ras ocehehac cts. 3, 73,365 4,894 78,259 
UGA Daten eco: 73,256 5,379 78,635 
Oe Uys Ses echoes SerarcicLS 72,467 8,495 80,962 
EL We Arc cece ete 65,172 12,713 77,885 
OAS Roa Gish cone esa en 71,536 15,585 87,121 
1949 ele Braves ars 5% 68,829 18,108 86,937 
OG Oren rere tere sts 78,100 21,558 99,658 
ODT eee es si wie wis 80,876 23,576 104,452 
OO Diaries sects. sis el.«:.« 84,069 29,514 113,583 
QOD eeigerets ote sceresore 90,731 $1,558 122,289 
NOG Aires cenaise sexe sie 87,516 31,051 118,567 
OD OMeemhorenssssvsiccss 97,233 30,039 136,272 
OSG Reece ss + 102,410 40,063 142,473 
a iy Rew se stciae Cacia eae 104,508 42,411 146,919 


Sources: Federal Reserve; Tos ConFERENCE BoarpD 


consumer instalment credit extensions) rose only $400 
million in the second quarter, as a contraction in new 
instalment debt extensions partly offset the gain in dis- 
cretionary income. In the second quarter, the discre- 
tionary fund was still $11.4 billion lower than a year 
earlier, when it was at its postwar peak. 


WiuuraM B. FRANKLIN 
Division of Business Analysis 


Company Research Expenditures 
(Continued from page 391) 


“We have no method of assessing by dollar value or other 
finite yardstick the ultimate value of individual research 
budgets. We do not believe they can be properly assessed in 
this manner. It is obvious that some projects will yield 
benefits within a very short time, that helpful or beneficial 
effects of others may show up only after a considerable 
period of time, and that in still others secondary results may 
prove much more valuable than the original development. 

‘Attention is and must be given to the appraisal of the 
benefits of the individual projects. But this is done by 
proper reviews which reveal whether a development has 
been applied, the general extent of its application and its 
benefits, etc. If it has not been applied, then the reasons for 
its failure are sought.” 


“Friendly” Restraint 


Despite the difficulties in pinpointing the dollar 
benefits from their research expenditures, cooperators 
typically believe that their research activities have been 
“very valuable” to them. The president of a communi- 
cations equipment company observes: “We cannot exist 
without research.” And the president of a food company 
concludes: 


“Without meaning to be dreamy eyed or extravagant 
on this subject, we consider research so important as to 
be above the ordinary type of budgeting based on 
probable results. It is true that before engaging in any 
research project, we will try to estimate its costs as com- 
pared with the probable value of results. But we very 
definitely lean toward the ‘friendly side’ in our attitude 
toward the probable value of research that has the sale 
of a profitable item as its objective. Extravagance in the 
application of this sort of policy is a constant possibility. 
But we have so far been able to restrain extravagance 
without hampering the free flow of ideas and accomplish- 
ments and have felt that this attitude has paid off very 
handsomely.” 

THEODORE KARGER 
G. Ciark THOMPSON 
Division of Business Practices 


Announcements of 


Mergers and Acquisitions 
July 11, 1958—August 10, 1958 


Acquired Unit 


Acquirer a 
Descripiton and Assets in Millions 


Description and Assets in Millions 


Hlostreliaing Corp. (over $.1)* 


Advance Industries, Inc. ($2.5) 
Metals processor 


Sonic, electrical and electronic equip- 
ment mfr. 
Allied Laboratories, Inc. ($21.1) 


: Campana Sales Co. (n.a.) 
Pharmaceutical and biological prod- i 


Proprietary and cosmetic products 
mfr 


ucts mfr. : 
American Meter Co., Inc. ($21.3) Buffalo Niagara Industrial Controls, 
Gas meters and regulators mfr. Ine. (n.a.) 


American Concrete Pipe Co. (over $1.0)* 
Concrete sewer and culvert pipe mfr. 


American-Marietta Co. ($174.9) 
Paints, resins, chemical and concrete 
products, etc., mfr. 

Ashland Oil & Refining Co. ($186.3) 


| Anderson-Prichard Oil Corp. 
Oil producer, refiner and marketer 


(Ohio Div. of) (n.a.) 
Plants engaged in solvents and chemi- 
cal distribution in Ohio and Indiana 
Transcontinental Oil Co. 
1 producing properties and some 
undeveloped leases of) (n.@.) 
Waterhouse Co. (over $.1)* 
Upholstered furniture mfr. 
O. F. H. Warner & Co. (.a.) 
Paper merchant 
Picker X-Ray Corp. (over $1.0)* 
X-ray and radiation equipment mfr. 


Bakerton Co. (n.a.) 
ae of Virginia Iron, Coal & Coke 
0. 
Baumritter Corp. (n.a.) 
Furniture mfr. 
Bulkley Dunton Organization (n.a.) 
Paper proaucts importer and exporter 
C. I. T. Financial Corp. ($2,401.8) 
Installment financing, factoring and 
insurance 
“Canner/Packer’”’ (n.a.) 
(Formed by merger of) 
Trade magazine 


“Canner aud Freezer’’ (n.a.) 
Trade magazine 


“Food Packer” (n.a.) 
Trade magazine 
“Western Canner and Packer’’ (n.a.) 
Trade magazine 
Central Soya Co., Inc. ($65.2) Glidden Co. 
Soybean products mfr. cohemorey. Div. of) (n.a.) 
oya bean extraction plant and stor- 
age facility 
Carwood Mfg. Co. (over $1.0)* 


Chadbourn Gotham, Inc. ($15.5) ne 
Men’s clothing mfr. 


Women’s hosiery and lingerie and 
men’s hose mfr. 

Chromalloy Corp. ($2.3) F Propellex Chemical Corp. (n.a.) 

Tey iron castings mfr, and chromizer Rocket fuel and explosive devices 
of nonferrous metals mofr, 

Compton Advertising, Inc. (n.a.) Goldthwaite-Smith A isi 
Advertising agency n.d. prance, 8 
Advertising agency 

Creole Engineering, Inc. (n.a.) 

Gas engine compressor units for gas 
gathering mfr. 


Cooper-Bessemer Corp. ($40.4) 
ompressors and gas and diesel 


engines mfr. 
Norbute Corp. ($7.8) 


Crescent Petroleum Corp. ($25.4) 
Crude oil and natural gas producer Industrial, laboratory, electrical and 
electronic equipment mfr, 


-:7:—$$ iu  _1_eeeetronic equipment mir, 


1 See The Conference Board Busi: R 
By teat ki fe ard Business Record, November, 1957, for sources and 


* Estimated minimum capital from ‘Th i i i 
fancies bee p omas’ Register of American Manu- 


BUSINESS RECORD 


., Acquirer 
Description and assets in millions 


Crown Zellerbach Canada Ltd. ($139.7)! 
(Sub. of Crown Zellerbach Corp.) 
Newsprint, kraft wrapping paper and 
paper products mfr. 


oa Supermarkets, Inc. 
Supermarket chain (N. Y.) 


Diners’ Club, Inc. ($15.6) 
Credit card service 


Douglas Oil Co. of California ($16.9) 


Petroleum products producer and 
retail service station operator 
Dresser Industries, Inc. ($209.2) 
Mfr, of equipment and supplier of 
services used in all phases of the oil 
and gas industry . 
Duratex Corp. (n.a.) 
Upholstery fabric mfr. 
Eaton Mfg. Co. ($114.5) 
Automotive and aircraft parts mfr, 
Federal Pacific Electric Co. ($34.8) 
Electrical control and distribution 
equipment mfr, 


Frito Co. ($9.8) 
Snack food mfr. 

Globe-Wernicke Industries, Inc. ($20.4) 
Metal stampings and assemblies, 
steel office furniture and office ac- 
eessories mfr. 

Alexander Grant & Co. (n.a.) 

Certified public accountants 


Guardian Chemical Corp. (n.a.) 
Pharmaceuticals and industrial 
chemical products mfr. 


Hazel Knitting Mills, Inc. (n.a.) 


Hoover Ball & Bearing Co. ($14.1) 
Ball bearings, die cast automotive 
hardware, bathroom fixtures and 
plumbing hardware mfr. 

Houdaille Industries, Inc. ($55.3). 
Automotive and aircraft parts, equip- 
ment and accessories, construction 
materials and tools mfr. 

Jerrold Electronics Corp. ($4.8) 
Television master antenna systems 
mfr. and community antenna systems 
operator 

Ling Electronics, Inc. ($3.4) 

Electronic vibration testing systems 
mfr. 

Lucky Stores, Inc. ($26.0) ; 
Supermarket chain operator (Cali- 
fornia) 

Macomber, Inc. ($7.7). 

Steel building materials mfr. 


Mallory-Sharon Metals Corp. (n.a.) 
(Jointly owned by Sharon Steel Corp., 
P. R. Mallory & Co. and National 
Distillers & Chemical Corp.) 


Mandrel Industries, Inc. (n.a.) 


Mayfair Markets ($23.6) 
(Controlled by Arden Farms Co.) 
Supermarket chain operator 


Naas Foods (n.a.) 
Tomato products packer 


Alvin Naiman Corp. (n.a.) 


National Distillers & Chemical Corp. 
($467.6) 


Alcoholic beverages, chemicals and 
feed products mfr. 


National Tool Co. ($2.4) | 
High-precision gear-cutting tools mfr. 


Pabst Brewing Co. ($80.2) | ; 
Beer, ale, malt, yeast, feed ingredients 
and soft drinks mfr. 


_and soft drinks mfr. Beer mit 
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Mergers and Acquisitions (Continued) 
cp ce et en SL eae a ee 


_ , Acquired Unit 
Description and assets in millions 


Bridge Lumber Co. (Canada) (n.a.) 
Custom sawmill 


Kollner’s, Inc. ($18.0)2 
Supermarkets, meat stores and pack- 
igs, youre operator (Long Island, 


Esquire Credit Club (n.a.) 
(Sub. of Esquire, Inc.) 
Credit card service 

E. B. Hinkle & Sons Distributing Co. 
(Twenty-eight gasoline service station 
chain of) (n.a.) 

Elgen Corp. (n.a.) 
Well logging servicer for the oil and 
gas industry 


Milcraft Weavers, Inc, 
(Facilities and assets of) (n.a.) 

Fuller Mfg. Co. ($20.0) 
Automotive equipment mfr. 


Federal Pacific Mfg. Co. (Canada) 
n.d. 

Circuit breakers, switchboards and 

other electrical equipment mfr. 


Frito Tri-State Corp. (n.a.) 


Sheridan Mfg. Co. (over $.1)* 
Metal floats, valves and other in- 
dustrial equipment mfr. 


Stone & Anderson (n.a.) 
Accounting concern 

Lockhart & Carlin (n.a.) 
Accounting concern 

Sexton & Chabor (n.a.) 
Accounting concern 

Shield Chemical, Ltd. (Canada) 
(Controlling interest in) (n.a.) 
Chemicals, horticultural sprays and 
disinfectants mfr. 

Burlington Industries, Inc. 
(Weaving plant of) ($.1)# 

Uniloy Corp. (n.a.) 
Tools, dies and special machinery mfr. 


Provincial Engineering, Ltd. (Canada) 
(over $2.0)4 
Overhead and jib cranes and trans- 
mission towers mfr. 
went cei Television Cable Corp. 
n.d. 
Community antenna system operator 


Calidyne Co. (over $.3)* | 
Electronic vibration testing systems 
mfr. 

Big Bear (n.a.) 
Supermarket chain (Seattle, Wash.) 


Rock Island Bridge and Iron Works, 
Inc. (over $.5)* 
Structural steel fabricator 


Stauffer Chemical Co. 
ipgauess tetrachloride mfg. plant of) 
n.d. 


Hall-Scott, Inc. 
(Electronics Div. of) 
($1.2 and stock)® 
Bob’s Super Markets 
(Six supermarkets (Orange County, 
Cal.) of) (n.a.) 
Francis H. Leggett Co. 
(Sauce Arturo Div. of) (n.a.) 


Niagara Crushed Stone, Ltd. (Canada) 
(n.a.) 


Textron, Inc. 
(Kordite Div. of) (n.a.) 
Polyethylene film mfr, and converter 


Auto-Vac Co. (n.a.), 
Automatic machines for vacuums 
forming plastic sheets mfr. 


Blatz Brewing Co. ($14.5)® | 
(Sub. of Schenley Industries, Ino.) 
Beer mfr. 


ae Acquirer 
Description and assets in millions 


Pepsi-Cola Co. ($77.4) 
Concentrated beverage syrup mfr, 


Permanente Cement Co. ($83.1) 
(Affiliated with Kaiser Industries 
Corp.) 

Portland cement and gypsum prod- 
ucts mfr. 


Plymouth Rock Publications, Ine. (n.a.) 


Publishers Printing—Rogers Kellogg 
Corp. (n.a.) 
Commercial printer 
Pyle-National Co. ($6.0) 
Electrical connectors, fittings, light- 
ing equipment and railway supplies 
Tr. 


E. W. Scripps Co, (n.a.) 
Publishing company 
A. O. Smith Corp. ($135.0) 
Commercial water heaters, central 
heating and air conditioning equip- 
ment, gas-fired boilers, automobile 
frames and welded pipe mfr. 
Sports Arenas, Inc. (n.a.) 
Bowling arena chain operator 
Tennessee Gas Transmission Co. 
($1,273.2) VE 
Natural gas transmission pipeline 
operator 
Three States Natural Gas Co. ($22.2) 
Oil and gas producer 
Times-Picayune Publishing Co. (n.a.) 
ee publisher (New Orleans, 
a. 


Underwood Corp. ($57.0) 
ewriters, accounting, writing, 
bookkeeping and other office ma- 
chines mfr, 


Weiss Noodle Co. (n.a.) 
Wells Fargo Armored Service Corp. 


(n.a.) 
(Sub. of Wells Fargo & Co.) 
Armored car service 
§.S8.White Dental Mfg. Co. ($22.3) 
Dental instruments, appliances, 
equipment and supplies mfr. 


William P. Wolfe Organization (n.a.) 
Hotel representative 


Yuba Consolidated Industries, Inc. 
($16.4) 
Gold and tin producer, heavy ma- 
chinery and heat exchangers mfr. and 
structural steel fabricator 


1 Canadian dollars 
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_ , Acquired Unit 
Description and assets in millions 


Pepsi-Cola Bottlers of St. Louis, Inc. 


n.d. 
Beverage bottler and distributor 
Hygrade Water & Soda Co. (n.a.) 
Beverage bottler and distributor 
Olympic Portland Cement Co., Ltd. 
(over $1.0)* 
[Sub. of United Molasses Co., Ltd. 
(England) } 
Cement mfr. 
Field Enterprises, Inc. (n.a.) 
(Parade Publications, Inc. div. of) 
(Sub. of Marshall Field & Co.) 
Newspaper magazine publisher 
Issac Goldmann Co., Inc. (n.a.) 
Commercial printer 


Steber Mfg. Co. (over $.5)* 
Lighting fixtures and equipment mfr. 


“The Cincinnati Times-Star” (n.a.) 
Daily newspaper (Cincinnati, Ohio) 
Refinite Corp. 
pean water softener business of) 
na. 


Bowler Realty Corp. (n.a. ) 
Bowling arena chain operator 
Middle States Petroleum Corp. ($29.6) 
(91% of outstanding stock of) 
Oil and gas producer 


Reaho Corp. (n.a.) 
Oil well operator 

“The New Orleans Item’’ ($3.4)7 
Daily newspaper (New Orleans, La.) 


Canoga Corp. (over $.3)* 
Missile range instrumentation and 
advanced radar systems mfr. 


Mrs. Becker’s Noodle Co. (n.a.) 


Armored Motor Service Co. (n.a.) 
Armored car service 


S. H. Reynolds Sons Co. (n.a.) 
Dental retail distributor 


Hans Engel Hotel Representation (n.a.) 
Hotel representative 

Western Rolling Mills (n.a.) 
Steel mfr. 


2 Annual sales, The New York Times, July 30, 1958 

3 Purchase price, Moody’s Industrials, August 1, 1958 

4 Purchase price, The New York Times, July 16, 1958 

5 Purchase price, The New York Times, July 16, 1958 

6 Purchase price, The New York Times, July 31, 1958 

7 Purchase price, The New York Times, July 15, 1958 

* Estimated minimum capital from ‘‘Thomas’ Register of American Manu- 


facturers, 1958” 


Business Bookshelf 


Consumer Behavior: Research on Consumer Reactions—A series of 
articles by economists and market researchers examining, 
for the most part, consumer reactions to innovation and ob- 
solescence. Edited by Lincoln H. Clark. Harper & Brothers, 
New York, 1958, 472 pages. $6.50. 


Principles and Problems of State and Local Government— 
A textbook dealing with the political, social and economic 
problems of state and local government. By John M. 
Swarthout and Ernest R. Bartley. Oxford University Press, 
New York, 1958, 869 pages. $4.25. 
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Petroleum Uptrend 


HE outlook for the petroleum industry has 
brightened somewhat in recent months. Substan- 
tial correction of inventory levels, a rise in crude output 
since May, and to a lesser extent an increase in total 


demand and prices have contributed to an improved 
situation. 


The General Picture 


The burden of excessive inventories has lightened 
considerably in the past few months. Stocks of crude oil 
and products stood at an estimated eighty-seven days’ 
supply at the end of July. This was well below the ninety- 
four days’ supply in July, 1957, and for the first time 
this year under the level for the same month of 1956 
(see chart). Demand, which began to improve in June, 
continued strong in July, amounting to between 8.7 
million and 8.8 million barrels, a gain of 1% to 2% over 
July a year ago. 

Prices at the wholesale level reflected the general 1m- 
provement. The Bureau of Labor Statistics wholesale 
price index for petroleum and products turned up in 
June (115.3, as compared with 114.7 in May) for the 
first time in eight months, and rose even more sharply 
in July, to 117.1. 

Despite the general improvement, however, there are 
still some inventory imbalances among the major oil 
products, which may prove troublesome in coming 
months. 


Crude Oil 


A combination of reductions in both crude allowables 
and imports has resulted in a considerable correction of 
crude stock levels. Inventories amounted to about a 
thirty-two days’ supply in July, as compared with a 
supply of thirty-six days in July, 1957, and of thirty- 
four days in July, 1956. Stocks were considered low 
enough to permit an increase in allowable production 
days in states subject to prorationing. Allowable pro- 
duction in Texas has been raised to twelve days in 
September, one day more than for August and four more 
than the 1958 low of eight days in the second quarter. 
This will amount to an output of 3,173,736 barrels per 
day, approximately 228,302 barrels higher than the 
mid-August level. 

Refinery operations are also on the upgrade. Crude 
runs to stills are slowly approaching 1957 levels (they 
were averaging between 7.4 million and 7.5 million 
barrels daily in the first seven months of 1958, as com- 
pared with 8.0 million barrels in 1957). However, crude 
runs as a percentage of total capacity are still consider- 
ably below 1957 (see chart). 


Gasoline 


The substantial improvement in gasoline stock levels 
since the first quarter of this year seems to have halted. 
After dropping below 1957 levels in June and part of 
July, the inventory trend worsened; stocks exceeded a 
year ago at the end of July, and remained there through 
the second week of August. This was owing in great 
measure to a sharp increase in the gasoline yield per 
barrel of oil, and the absence of any significant strength- 
ening in July demand. The estimated gasoline yield in 
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Preliminary estimates for June and July by The Conference Board; August is average of 
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Source: Bureau of Mines 


July, which was 53.0% as compared with 51.0% for June 
and 49.7% for May, was sharply above the 48.9% yield 
in July, 1957. Meanwhile, July demand was about the 
same as 1957. 

The inventory situation is thus potentially serious 
since a slack in the drawing down of stocks has oc- 
curred before the end of the peak motoring season. A 
less-than-seasonal liquidation in August would thus 
leave inventories at an uncomfortable fall level. As a 
recognition of this situation, a reduction in the gasoline 
yield evidently occurred in August. And if demand 
shows strength in August and September, some improve- 
ment in inventory levels may be expected. 

Gasoline prices in wholesale markets rose in June and 
July for the first time in eight months, but started to 
weaken in August. At retail, gasoline prices continued 
weak, at least through early July. The average service 
station price of gasoline (including taxes) was 30.31 
cents at the beginning of July, as against 30.35 cents in 
June (the fourth straight monthly decline). 


Distillate Fuel Oil 


Of the major oil products, only distillate or heating 
fuel oil is considered to be in short supply. In the first 
week of August, distillate stocks amounted to about 
124.8 million barrels, 12% below the same period in 
1957. With the heating season approaching, this level 
may be too low. The lower gasoline yield in August 
probably signals a shift to an increased yield of dis- 
tillates, to build up stocks for the winter. Meanwhile, 
demand has been running above last year for three 
months in a row. July demand was 1.2 million barrels, 
10% over a year ago. 

After five consecutive monthly declines, wholesale 
_ prices of distillates stabilized in June and turned upward 
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in July. The July increase, surprising since it occurred 
in an off-season, was evidently attributable to the rela- 
tively low level of inventories. 


Residual Fuel! Oil 


Residual fuel oil (used mainly for commercial and in- 
dustrial heating, and the oil product most sensitive to 
fluctuations in manufacturing activity) is still in a state 
of substantial oversupply. Demand has been lagging 
since 1956, owing to increased competition from natural 
gas and more recently from the curtailment of consump- 
tion resulting from the business downturn. Inventories 
were about 67.3 million barrels in early August, 34% 
more than they were in the same week of 1957 when 
50.1 million barrels were on hand. Most of the excess 
supply is concentrated on the West Coast, where natural 
gas is providing stiff competition as fuel for industrial 
heating. Some stabilization of demand appeared in July, 
apparently reflecting improvement in business condi- 
tions. 

Residual fuel-oil prices in primary markets have suf- 
fered the sharpest decline of the major oil products. 
Prices declined 15.5% during the first half of the year, 
but firmed in June and July. 

Jack RUBINSON 
Division of Business Analysis 


Business Forecasts 


Automobiles 


Edward T. Ragsdale, general manager, Buick Division, 
General Motors Corporation (as reported in Steel, August 11) 
—“, , . Automakers figure that the industry will build and 
sell 4.4 million ears this year, and the first official market fore- 
cast pegs 1959’s sales at 5.2 million to 5.5 million. . . . It in- 
cludes import sales, which should hit at least 450,000 (vs. 
350,000 this year). 

“Tf production follows the pattern of previous recovery 
years, car buildups should slightly exceed domestic sales (in- 
cluding imports). This year’s reason: the industry plans to 
enter January with dealer inventories at around 500,000 units, 
compared with 640,000 at the beginning of 1958. 

“The low inventory position will call for heavier production 
during the first half of 1959. Barring an unanticipated relapse, 
total output can push into the 5.2 million to 5.5 million range 
quite easily... .” 


Harlow H. Curtice, president, General Motors Corporation 
(as reported in the American Metal Market, August 16)—“‘A 
renewed surge of American prosperity, with domestic passen- 
ger car sales reaching approximately 5,500,000 in 1959 and 
8,000,000 by 1965, was forecast today... . 

“‘T anticipate a marked increase in the level of automobile 
production with the start of the 1959 model year,’ Mr. Curtice 
[said]. . . . Increased automobile production should ‘set 
off a chain reaction throughout the whole economy’ be- 
cause so many other industries are dependent upon the auto 
industry. ‘Employment will increase and unemployment will 
decrease,’ he predicted. . . .” 


Retail Prices Decline 


A LONG-AWAITED break in the retail price uptrend mate- 
rialized in July, when THe CoNFERENCE Boarp’s consumer 
price index turned down for the first time in twenty-six 
months. While the decline was only 0.1%, it was significant as 
the first halting of the long upward price sweep. 

The July change placed the all-items index for the United 
States at 107.4 (1953=100), a figure 2.5% above a year ago. 
The purchasing value of the consumer dollar consequently 


The Conference Board’s Consumer Price Index—United States Cities Over 50,000 in Population 


Housing All 

All Food Fuel Furnish- | Apparel Trans- | Sundries | Value of Items Items 
a als rtati Doll J (1947-49 

Items Total Rent lei aac we = a portation over 1 939 ~ 100) = 100) 
1957 June...... 104.5 102.0 105.5 109.6 108.3 100.5 101.2 107.5 106.7 95.7 189.7 118.9 
July... 104.8 102.8 105.5 110.1 106.6 100.4 101.2 107.6 107.2 95.4 190.3 119.2 
August 105.1 103.5 105.5 110.2 106.4 100.3 101.5 107.6 107.7 95.1 190.9 119.6 
September.| 105.3 103.6 105.7 110.3 106.6 100.8 101.8 107.6 108.0 95.0 191.2 119.9 
October...| 105.4 103.5 106.0 110.9 106.9 101.0 102.0 107.4 108.3 94.9 191.4 120.0 
November.| 105.9 103.5 106.1 111.0 107.3 101.0 102.0 110.3 108.6 94.5 192.2 120.5 
December .| 106.0 103.6 106.3 111.1 107.4 101.0 102.0 110.2 108.9 94.4 192.4 120.6 
1957 Annualay..| 104.6 102.1 105.5 109.9 107.7 100.5 101.4 108.0 107.1 95.6 190.0 119.1 
1958 January... 13 104 106.8 111.4 110.1 101.0 102.0 109.6 109.1 94.0 193.1 121.0 
6 9 6 .0 .0 .0 108.8 109.2 93.8 193.5 oy) 
are 8 8 6 2 otf .0 108.5 109.4 .6 .0 6 
A cs ote st 8 9 8 5 2) 108.5 109.6 2 8 .0 
Se ateects 33} 8 .0 cS 3 mo) 108.8 109.7 3.2 9 2 
Bee ae tre 5) 8 .0 5 3 0 109.1 109.8 {0 2 | 
ieee 4 5) 38 ms) .0 9 109.8 | 110.0 mi 2D we 


6/58 to 7/58... 
7/57 to'1/58.... 


rose 0.1 cent to 93.1 cents (1953 dollar =100 cents), a level 
still 2.3 cents below July, 1957. 

Food and housing costs each declined 0.3% over the month, 
while apparel was off 0.1%. Transportation and sundries, on 
the other hand, were higher, rising 0.6% and 0.2%, respectively. 


The Declines 


Food prices finally turned down for the first time since 
October, 1957. With food accounting for about 30 cents of 
consumption expenditure dollar, this downturn had a strongly 
deflating effect on the entire index. As supplies reached their 
normal summer levels, fresh vegetables became 6.3% cheaper 
and fresh fruits declined 2.1%. Continued lower prices for fats 
and oils and coffee resulted in a dip of 0.3% in the “other food”’ 
index. The remaining food groups continued their upward 
trend. Meat, fish and poultry prices moved 0.4% higher under 
the impact of stiffer pork prices, while beef, poultry and fish 
were somewhat cheaper. The cereal and bakery products 
index inched up 0.2%, with fractional increases scattered 
throughout the group. An increase of 0.8% in fresh milk prices, 
combined with a slight upturn in the cost of dairy products, 
put an end to the months-long slide in the dairy products and 
eggs index. 


1953= 100 


The major factor in the decline of the housing index was a ~ 
decrease of 2.7% in the fuel, power and water index. Fuels 
were seasonally low, and summer rates in effect in several 
cities brought a drop of 4.8% in gas rates. All other groups 
except rents, also contributed to the decline in the general 
housing index. 

The apparel index was off fractionally, with both men’s and 
women’s clothing somewhat cheaper. The service component 


| 


Rebased Indexes 


of the apparel index, which has been fairly stable during the 
past couple of months, was also unchanged in July. 


The Increases 


An appreciable increase was posted in transportation costs 
as used-car prices reached their highest in three and a half 
years. This strength in the used-car market was in contrast to 
the weakness prevailing in new-car prices, which declined for 
the seventh consecutive month. However, the July decline was 
of customary seasonal nature. Public transportation costs 
contributed fractionally to the upward trend of the index. 

Medical care, up 0.5%, provided most of the upward force 
in the sundries index. Personal care and recreation costs re- 
mained unchanged; alcoholic beverages and tobacco prices 
moved somewhat lower. Only some miscellaneous items joined 
medical care in moving the sundry index upward. 

All commodity and service groups were higher than in 
July, 1957. Food was 4.9%, sundries 2.6%, and transportation 
2.0% higher. The twelve-month rise in housing and apparel 
costs amounted to 0.9% and 0.7%, respectively. 


Heten B. Junz 
Division of Consumer Economics 
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BUSINESS RECORD 


SELECTED BUSINESS INDICATORS 


Chartbook 
Page* 


Industrial production 
5 1947-49=100 S 
1947-49=100 S 
1947-49=100 S 
Wholesale prices 
1 1 All commodities 1947-49 = 100 
1947-49 = 100 
1947-49 = 100 


Consumer prices 
All items (NICB) 1953= 100 
13 Food (NICB) 1953=100 
All items (BLS) 1947-49 = 100 
Food (BLS) 1947-49 = 100 


Prices received and paid by farmers 
1 5 Prices received 1910-14=100 
1910-14= 100 
1910-14= 100 


Employment and unemployment (Census)? 
Total labor force Thousand persons 
17 Civilian labor force Thousand persons 
Civilian employment Thousand persons 
Nonfarm employment Thousand persons 
Unemployment Thousand persons 


Nonfarm employment (BLS) 
Total Thousand persons S 
Employees in manufacturing Thousand persons S 
Employees in nonmanufacturing Thousand persons S 
Production workers in durables manufacturing Thousand persons S 
Production workers in nondurables manufacturing. .| Thousand persons S 


Average work week 
Ail manufacturing 
Durables manufacturing 
Nondurables manufacturing 


Average hourly earnings 
All manufacturing 
Durables manufacturing 


Nondurables manufacturing 


Average weekly earnings 
All manufacturing Dollars 
Durables manufacturing Dollars 
Nondurables manufacturing Dollars 


Billion dollars S A 
Billion dollars S A 
Billion dollars S A 


Instalment credit 
Extensions Million dollars S 
Repayments Million dollars S$ 
Instalment credit outstanding Million dollars 


New construction 
Total Million dollars S A 47,628 
Total private Million dollars S A 32,916 
Private nonfarm residential Million dollars S A 16,416 


Business sales and inventories 
Total inventories Million dollars S .d. 90,7006 
Total sales Million dollars S a. 56,4000 
Manufacturing inventories Million dollars S: ‘a. 53,8536 
Manufacturing sales Million dollars S$ ta i 28,1426 
Retail inventories Million dollars S a. 3 24,090b 
Retail sales Million dollars S a. 16,7836 


Retail trade: Durable goods stores xine dolla ¢ 
I tori illion dollars 
alee aE Million dollars S 


Retail trade: Nondurable goods stores 
vga aa ey » . Million dollars S 
Million dollars S 


Durables mfg.: Sales and inventories 
vintentoles Million dollars S 
Million dollars S: 


Nondurables mfg.: Sales and inventories 
ravedtoried : Million dollars S na. 721,915 22,415b 


iNli 113,563 13,9356 
Million dollars S a. ry hd 1.616 
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SELECTED BUSINESS INDICATORS (Continued) 


Chartbook 


Page* Series 


Merchandise exports and imports 
Exports® 
Imports 


49 


Federal budget receipts and expenditures 
Defense expenditures’ 
For quarterly data see below 
Money supply and turnover 
Privately held money supply® 
Total demand deposits adjusted and currency 
Deposit turnover: New York City 
Deposit turnover: 337 other centers® 


Bank loans, investments and reserves 
Loans!° 
Investments!° 
Borrowings!® 
Excess reserves!® 
Commercial, industrial and farm loans” 


Diffusion index 
Industrial production 
Diffusion index 
Diffusion index, cumulative 


Eight sensitive business indicators 
Residential building contracts 
Nonresidential building contracts 
New orders, durables 
Average work week 
Raw materials prices 
Stock prices, industrials 
New incorporations 
Business failures 


51 


53 


55 


57 


Chartbook Series 


Change in business inventories 
Final demand 


Components of gross national product 
Personal consumption expenditures 
Change from previous quarter 
Gross private domestic investment 
Change from previous quarter 
Government purchases of goods and services 
Change from previous quarter 


Disposition of personal income 
Total personal income 
Disposable personal income 
Personal consumption expenditures 
Personal saving 


Corporate profits 
Net before taxes 
Tax liability 
Net profits 
Dividend payments 
Retained earnings 


Business expenditures for plant and equipment 


Manufacturing industries 
Nonmanufacturing industries 


Federal budget receipts and expenditures 
Receipts.... 
Expenditures 
Cumulative surplus or deficit! 
For monthly data see above 


Sources: Federal Reserve; Department of Commerce; Bureau of Labor Statistics; 
Tue ConrerEence Boarp; Department of Agriculture; Bureau of the Census; Se- 
curities and Exchange Commission; Treasury Department; F. W. Dodge; Standard 
& Poor’s; Dun & Bradstreet F 

1 Includes interest, taxes and wages. ? Prices received divided by prices paid. # Be- 
ginning May 1956, data based on 330-area sample. 4 Excludes personal contributions 
to social security, included in components. * Includes wages and salaries and ‘‘other 
labor income.” § Includes apeeae shipments. 7 Military functions of the Defense 
Department, § Demand and time deposits adjusted to exclude U. S. Government and 
interbank deposits; and currency outside banks, ° Excludes Boston, Philadelphia, 


Million dollars 
Million dollars 
Merchandise export surplus (incl. grant-aidshipments)} Million dollars 


Million dollars 


1958 
June 


July p 


1,408 
1,037 
371 


n.d. 
n.a. 
n.a. 


hs) 3,853 


Billion dollars 
Billion oe ‘sy 


T 
TS 


Million dollars 
Million dollars 
Million dollars 
Million dollars 


Million dollars 


30,049 _ 


1947-49 =100 S$ 
tt S 


Thous. sq. ft. fl. sp. S 
Thous. sq. ft. fil. sp. S 
Million dollars S 
Hours S$ 

1947-49 = 100 
1941-43 =10 
Number S 

Number S 


tts 


125,933 
69,3590 
n.d. 
39.5 
86.6 
47.92 
13,014 
1,318 


113,541 
60,451 
11,785 

39.2 
85.9 
48.10 
11,642 
1,206 


1958 


II I 
Quarter p Quarter 


IV 
Quarter 


II 
Quarter 


Billion dollars S 
Billion dollars S 
Billion dollars S 


Billion dollars : 
Billion dollars 
Billion dollars 
Billion dollars 
Billion dollars 
Billion dollars 


NUOCAON 


Billion dollars 
Billion dollars 
Billion dollars 


Billion dollars 
Billion dollars 
Billion dollars 
Billion dollars 
Billion dollars 


Billion dollars 
Billion dollars 


Million dollars 
Million dollars 
Million dollars 


400 


31.364 
12.184 
19.184 


19,172 
18,549 
—2,813 


20,586 
17,288 
—-3,436 


Chicago, Detroit, San Francisco, Los Angeles and New York. 1° All me: anks 

From Federal Reserve Banks. 1 Weekly reporting member banks. 3 Cro al 
product, less change in business inventories, 4 For fiscal year beginning July 1. S—sea- 
sonally adjusted. 4—annual rate. a-anticipated. For the IIL Quarter of 1958 antici- 
pated outlays are: Total, 30.31; Manufacturing, 11.68; and N onmanufacturing 18.63 

b-June, 1957 for monthly: data; I Quarter 1957 for quarterly data. p-preliminary, 
r-revised, * End-of-mont inventory, divided by sales during the month. t Debits 
(annual rate) divided by deposits. tt Diffusion index stated as the average duration 
in months of expansion or contraction. n.a.-Not available. “ Chartbook of Current 
Business Trends, (Fourth Edition), Taz ConrerEnce Boarp, 1957 


BUSINESS RECORD 


First in a New Series 


Transportation equipment, which now ranks first among major manufacturing industries as they are 
defined by the government’s standard industrial classification, employs 11% of all persons engaged in 
manufacturing. Its output has been rising at an average rate of 8% a year since 1929 as compared with 
a 5% gradient traveled by manufacturing as a whole. 


Its story is told in the first number of Statistics of Manufacturing Industries in text, charts, and tables: 


its long-term trends, its relation to manufacturing as a whole, its performance as measured by various 
significant economic yardsticks. 


“Transportation Equipment, Part I” is available to Associates without charge, but on request only. 
Please write to the Information Service Division for your copy. (Associates scheduled to receive the 
Board’s former series on Basic Industrial Data have received this first ““SMI” automatically.) Extra 


copies can be obtained by Associates at $2.50; single copies to nonassociated companies at $12.50. 
Write now for your copies of 


And in the 237th Number of Management Record: 


Surveying Trends in Pay Structures, 1945-1957—A unique, continuing survey of the pay 
structures of twenty-five large companies indicates that even though hourly increases are not always 
passed on to all higher-level groups, pay structures are adjusted. In fact, in the surveyed companies 
differentials between various employee groups were approximately the same in 1957 as in 1945- 
1946. 


Executive Retirement Programs—Executive fringes are going under the microscope. The first in 
a series of articles examines executive retirement in terms of the size of executive pensions, how such 
retirement income is provided, the contributions the executives make, and vesting rights. This is a 
pilot study of forty large or medium-size companies. 


When Companies Pay for Family Travel—tf an employee travels abroad on company business, 
under what circumstances does a firm pay the travel expenses of his wife and children? A recent 
Conference Board survey of twenty representative companies found that most of these firms will 
pay traveling expenses for a wife if the trip is of “long enough duration,” but fewer firms will 
underwrite the cost of taking the children too. 


Personnel Administration and the Salesman—At SKF Industries, makers of ball and roller 
bearings, members of the personnel department have made it their business to learn the needs and 
problems of the sales force. Close cooperation between the two departments has built an efficient, 
hard-hitting field force. 
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GETTING THROUGH TO 


AND UNDER THE FACTS... 


_ Is essential to getting on top of the facts. The Con- 
ference Board was among the first to get and interpret 
economic facts on Russia to American businessmen. 
The Board has also pioneered in making economic com- 
parisons of the Soviet Union and the United States 


In 1954 the Board provided you with: 


Industrial Russia 
The New Competitor 


Studies in Business Economics, No. 44 


Last year it gave you an annotated translation of: 


Statistical Handbook of the U.S.S.R. 


Studies in Business Economics, No. 55 


In May of this year, Associates received a special chartbook: 


U.S.A. and U.S.S.R. 
Economic Comparisons 


And now the Board gives you more information of this little- 
known world in: 


The Soviet Economy, 1956-1958 


\ Studies in Business Economics, No. 61 


Additional copies of any or all of these studies, including the Chartbook, 
are available singly or in bulk. Special discounts prevailing for the com- 
panion numbers 61 and 55 when ordered together: single copies, $3.50. . . 
ten copies, $28.00 . . . twenty-five copies, $52.50 . . . 100 copies, $175. 
Prices of the other numbers on request 


Get through to the facts by ordering your copies today 


